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(1)

ACQUISITION UNDER DURESS:
RECONSTRUCTION CONTRACTING IN IRAQ

THURSDAY, SEPTEMBER 28, 2006

HOUSE OF REPRESENTATIVES,
COMMITTEE ON GOVERNMENT REFORM,

Washington, DC.
The committee met, pursuant to notice, at 10 a.m., in room 2154,

Rayburn House Office Building, Hon. Tom Davis (chairman of the
committee) presiding.

Present: Representatives Tom Davis, Clay, Cummings, Dent,
Duncan, Foxx, Gutknecht, Kucinich, Lantos, Maloney, McHugh,
Norton, Porter, Shays, Van Hollen, Watson, and Waxman.

Staff present: David Marin, staff director; Larry Halloran, deputy
staff director; Keith Ausbrook, chief counsel; Ellen Brown, legisla-
tive director and senior policy counsel; Mason Alinger, deputy legis-
lative director; Patrick Lyden, parliamentarian; Edward Kidd, pro-
fessional staff member; John Brosnan, procurement counsel; Paul
Sherry, detailee; Benjamin Chance, clerk; Phil Barnett, minority
staff director/chief counsel; Karen Lightfoot, minority communica-
tions director/senior policy advisor; Jeff Baran and Margaret
Daum, minority counsels; David Rapallo, minority chief investiga-
tive counsel; Shaun Garrison, minority professional staff member;
Earley Green, minority chief clerk; and Jean Gosa, minority assist-
ant clerk.

Chairman TOM DAVIS. The committee will come to order.
Good morning, we meet today to look into the challenges sur-

rounding the daunting task of coordinating and executing contracts
to rebuild long-neglected critical infrastructure in war-torn Iraq.
Since 2004, the committee has been engaged in continuous and vig-
orous oversight of contracting activities in Iraq. The oversight has
involved four hearings on the challenges of contracting in a war
zone, numerous briefings from the agencies involved in the con-
tracting efforts, as well as a review of thousands of documents the
committee obtained from key Federal agencies.

Those efforts focused primarily on contracts for logistical support
of U.S. military operations. In this hearing, we will examine the
process, the progress and the problems of reconstruction contract-
ing activities in Iraq.

Since the beginning, it has been our goal to move beyond the po-
larized politics that swirl around any topic related to the war in
Iraq and conduct thorough, balanced oversight of acquisition activi-
ties there. Some have not shared that goal, choosing instead to play
hit and run oversight with inflammatory press releases and one-
sided presentations from self-appointed watchdogs and whistle-
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blowers. I think they oversimplified the story and pre-judged the
outcome of complex contracting processes to fit the preordained
conclusion that everything goes wrong in Iraq. And they will never
let it go without saying it is all Halliburton’s fault.

I hope this hearing will be different. We will hear from the ad-
ministration, from two of the most active oversight offices, and
from participating contracting firms. I know that means we have
a larger number of witnesses and that this hearing will take some
time to complete. But real oversight, responsible oversight is as
much a matter of due diligence as startling disclosures. It should
be about sustaining good government, not the quick ‘‘gotcha.’’

The picture painted by our witnesses today will not be pretty,
nor will their testimony necessarily tell the complete story of an
evolving, dynamic, sometimes dangerous process. But this much is
clear: poor security, an arcane, ill-suited management structure,
and a dizzying cascade of setbacks have produced a succession of
troubled acquisitions.

The construction of a children’s hospital in Basrah is almost a
full year behind schedule and more than $50 million over budget.
A project for the construction of 150 primary health care centers
across Iraq has consumed over $180 million but has resulted in the
completion of only six centers At best, the Iraqis will end up with
only 20 of the health facilities planned under this contract. Other
troubled projects include a $218 million emergency communications
network that does not allow citizens to call for emergency services
and multiple water projects that are chronically over budget and
behind schedule.

Just this morning, we learned the details of yet another critical
reconstruction project gone terribly wrong, a $75 million police
academy that has been so poorly constructed that it poses health
risks to its occupants and may need to be partially demolished.

Obviously, security is the critical factor driving cost and con-
founding contract management and oversight. On a daily basis, our
military, civilians and contractors come under hostile fire. A num-
ber of contractor employees have been killed or wounded. It is a
major understatement to say Iraq is a tough place to conduct busi-
ness. Travel can be difficult or impossible. So it is no surprise that
normal acquisition support and oversight resources are stretched to
the breaking point.

But a challenging security environment cannot excuse otherwise
avoidable problems and preventable waste. Original plans proved
wildly optimistic. Only about 55 percent of the planned water
projects and about 70 percent of the planned projects in the elec-
tricity sector have been completed. According to the Special Inspec-
tor General for Iraq Reconstruction, we keep spending more and
building less because cost estimates are still inaccurate, reconstruc-
tion priorities and funding allocations keep shifting, and contractor
performance is not being closely monitored.

So we need to learn how contracting systems designed to work
here are being adapted to function under very different, hostile cir-
cumstances over there. We have to ask whether contractors have
over-promised and under-performed or whether the companies
were stuck in an environment where success was virtually impos-
sible. But things have been built, and some of our witnesses today
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will testify that, despite many challenges, we are progressing, slow-
ly but surely. In fact, the Special Inspector General points out that
his onsite assessments show that about 80 percent of the projects
inspected have met contract specifications.

Many of our witnesses have spent considerable time working in
Iraq, and we value their experience and their perspective on the
important issues raised by reconstruction contracts there. Much is
at stake, in terms of U.S. tax dollars and in terms of effectively
helping the Iraq people rebuild the basic infrastructure of their na-
tion. We look forward to their testimony and to a frank, construc-
tive discussion.

I now recognize our distinguished ranking member, Mr. Wax-
man, for his opening statement.

[The prepared statement of Chairman Tom Davis follows:]
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Mr. WAXMAN. Thank you, Mr. Chairman, for holding this hear-
ing. It is critical as part of our constitutional oversight responsibil-
ities to have the Government agencies and private contractors in-
volved in Iraq reconstruction work come before our committee to
explain how U.S. taxpayer dollars are being spent.

This is the first full committee hearing on Iraq during this Con-
gress. I wish we didn’t have to wait until the last week of the ses-
sion for it, but I am glad the chairman has called it.

I think most Americans understand that the reconstruction effort
is failing. Today, we have a new symbol of the Bush administra-
tion’s failure: the dilapidated and disgusting facilities at the Bagh-
dad Police College, which the Army and the Parsons Co. spent $75
million to build.

A report today from Stuart Bowen, the Special Inspector General
for Iraq Reconstruction, describes how the contractor’s work and
the administration’s oversight were so grossly deficient that urine
and fecal matter were literally raining down on Iraqi police re-
cruits.

Let me read some of the direct quotes from the report: ‘‘Toilets
are continually draining through the reinforced concrete floors,
from the top floor to the second floor to the ground floor, permeat-
ing and filling light fixtures, showers and toilet areas, with liquids,
including diluted urine and fecal matter.’’

‘‘The urine was so pervasive that it had permanently stained the
ceiling tiles.’’

Auditors ‘‘witnessed a light fixture so full of diluted urine and
feces that it would not operate.’’

‘‘The amount of material was so pervasive that it has soaked
through the reinforced concrete floors, causing deterioration of the
reinforced steel.’’

This debacle is not just a waste of taxpayer funds, and it doesn’t
just impact the reconstruction. It impedes the entire effort in Iraq.
Not only will the number of basic recruits graduating through the
facility be impacted, but more than that, this is the lens through
which the Iraqis will now see America, incompetence, profiteering,
arrogance, and human waste oozing out of ceilings as a result.

A new and disturbing poll found that 60 percent of Iraqis actu-
ally approve of attacks against U.S. forces and want us out of their
country. Can there be any more obvious indication of failure?

By no means, however, is this the only example. The administra-
tion has spent over $30 billion in taxpayer funds and another $20
billion in Iraqi funds under its control, yet it has produced little of
lasting value.

In the oil sector, the administration has spent over $2 billion. As
of July, however, they were producing only 2.5 million barrels per
day, still below prewar levels.

In the electricity sector, the administration has spent $4 billion.
Yet electricity generation in August was just 4,900 megawatts, well
below the administration’s goal of 6,000 megawatts.

In the health sector, Bechtel was removed from the contract to
rebuild the Basrah Children’s Hospital because of massive cost
overruns and schedule delays. And the Parsons Co., the same com-
pany in charge of the horrible Baghdad Police College, was termi-
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nated after it finished only 6 of the 142 health clinics it was sched-
uled to build.

At the same time, the American taxpayer is facing record over-
charges. Just this week, the nonpartisan Government Accountabil-
ity Office, which is also here today, issued a report documenting
that the Pentagon’s own auditors have now identified an enormous
sum, $3.5 billion, in questioned and unsupported charges under
Iraq reconstruction contracts.

That amount, $3.5 billion, is what we spent on the entire recon-
struction of Afghanistan. When we break down this amount, it
averages $2.7 million in overcharges each day we have been in
Iraq. That is amazing.

While there may be many reasons for this failure, there is no
sense mincing words about the primary reason: the utter incom-
petence of this administration and its stubborn refusal to heed the
warnings and advice of experts.

Last week, the Baghdad bureau chief for the Washington Post
published a book documenting overt cronyism in hiring for key po-
sitions at the Coalition Provisional Authority, which is the govern-
ing body of the Bush administration created to run Iraq. The
claims in this book were not made by anonymous, disgruntled em-
ployees. They were made on the record for attribution by some of
the highest ranking officials at the CPA.

One of the most noteworthy is Frederick Smith. He was the Dep-
uty Director of the CPA in Washington. He revealed that the cri-
terion for sending people to Iraq was that they had the right politi-
cal credentials, not their substantive expertise. He said the ideal
candidate, from the administration’s perspective, was not someone
who spoke Arabic or had a development background, but someone
who worked on the Republican side of the Florida recount in 2000.
According to Mr. Smith, we ‘‘just didn’t tap the right people to do
this job. I just don’t think we sent our A-team.’’

But the fact remains that incompetence results in failure. And in
this case, incompetent decisionmaking at the highest levels of the
CPA undermined the reconstruction, squandered billions of tax-
payer dollars, endangered our troops, and contributed to the mas-
sive discontent and violence occurring in Iraq.

The recent revelations in the declassified National Intelligence
Estimate underscore this assessment. The Intelligence Estimate
says the jihadists ‘‘are increasing in both number and geographic
dispersion,’’ and that ‘‘if this trend continues, threats to U.S. inter-
ests at home and abroad will become more diverse, leading to in-
creasing attacks worldwide.’’

Those are sobering words, and they are not used by accident. The
intelligence community explicitly warns that there is a trend, and
this trend is getting worse. The President is wrong when he says
his strategy is winning the war on terror.

We have to face reality. Staying the course is strengthening our
enemies and putting our security in jeopardy. The administration’s
entire Iraq policy is a failure. For the safety of our troops, for the
sake of the taxpayer, and for our own security, the Nation urgently
needs a fundamentally new direction.

Thank you, Mr. Chairman.
[The prepared statement of Hon. Henry A. Waxman follows:]
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Chairman TOM DAVIS. Thank you, Mr. Waxman.
Do any Members wish to make opening statements? Mr. Lantos.

Mr. Duncan. I am sorry, and then Mr. Lantos.
Mr. DUNCAN. Thank you very much, Mr. Chairman. This is an

important hearing and I understand it is the seventh hearing that
this committee has held about Iraq. I have seen two recent articles,
one from a couple of days ago which says a review of Iraq recon-
struction funding revealed the 96 contracts worth $362 million
were obligated for payment to dummy vendors, as opposed to legiti-
mate suppliers. I think we need to know about that.

I have followed the Congress closely for more than 40 years, and
I have never heard of anything such as that. I am pleased that Mr.
Bowen is here to hopefully explain that to us, and what happened
to that money.

Then last month, the Wall Street Journal had an article that
said the corruption that has plagued Iraq’s reconstruction, de-
scribed by U.S. officials as a second insurgency, is worsening, com-
plicating American reconstruction efforts and shattering public con-
fidence in the Baghdad government, according to a new report by
a Bush administration watch-dog agency. That also is for Mr.
Bowen, but it said that in his quarterly audit, the Iraqi govern-
ment estimates the corruption costs the country at least $4 billion
a year, a staggering sum for a war-ravaged country that remains
heavily dependent on foreign aid.

It sounds as though much of this corruption is by the Iraqi peo-
ple themselves. As I drove in this morning, I heard on the all-news
WTOP Station, they were having people call in about a recent poll
that said 75 percent of the Iraqi people want us to leave Iraq. I
know that people at the top of the Iraqi government want us to
stay because this is a country that just before the war started,
Newsweek magazine said had a gross domestic product of $65 bil-
lion total for the year before the war. So obviously they want our
money. I saw in one of the congressional publications yesterday
that we have now spent $463 billion since the start in both Iraq
and Afghanistan, mostly in Iraq.

But we need to ask questions about these dummy contractors
and about this corruption in Iraq. And also, I guess the key ques-
tion here is, how much of these problems were caused by the con-
tractors, but how much was caused by Iraqi corruption itself; and
also by mismanagement by the military; also by military change or-
ders; also how much was caused by just the war and the fighting
itself.

So I think this is a very important hearing. I think the conserv-
ative Republicans have traditionally been the ones most concerned
about waste, fraud and abuse within our Government. I am pleased
that you would call this hearing and continue this series.

Thank you very much.
Chairman TOM DAVIS. Thank you, Mr. Duncan.
Mr. Lantos.
Mr. LANTOS. Thank you very much, Mr. Chairman.
You and my friend, Mr. Waxman, have raised many of the spe-

cific issues that concern all of us. I would like to take a different
tack. But first let me commend Mr. Bowen for the invaluable work
you have done on behalf of the American people. If it were not for
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your inspector general’s reports, we would not know a fraction of
this very unsavory picture.

As I was doing all my reading in preparation for this hearing,
two images kept coming back in my mind, both of them I wish I
would not remember. Some 15 years ago, I chaired the Housing
Subcommittee of this committee, and we had, I believe, 27 nation-
ally televised hearings on waste and corruption and abuse and cro-
nyism in the Department of Housing and Urban Development. It
is the single most unpleasant episode of my congressional career
and it revealed a series of appalling actions by high-ranking offi-
cials of the Department of Housing and Urban Development some
15 years ago.

Many years ago, during the Soviet period, the Russians produced
some propaganda films taking little vignettes of the seamy side of
American society, put them together, and presented them as accu-
rately reflecting what the United States is. And not until the Hur-
ricane Katrina nightmare, where we saw the seamy side and the
incompetence of our society, did we have anything comparable to
that, and we provided, through our news clips during the hurri-
cane, devastating propaganda against the United States by the fail-
ure to prepare and by the failure to manage that crisis.

This crisis is, in many ways, worse. It is worse because it is an
insult to our soldiers and Marines who are performing their jobs
magnificently, with over 2,700 having lost their lives, a vast num-
ber permanently injured. We don’t know how many with long-term
psychological repercussions. And it is an insult to the American
taxpayer. One really doesn’t know whether to call this a theater of
the absurd, where billions of American taxpayers’ dollars were
wasted in an obscene fashion; or whether to call it a chamber of
horrors.

Now, I am fully aware, as I am sure every single member of this
committee is, having visited Iraq, that it is a very difficult place
to function in an orderly and normal fashion. We all understand
the physical dangers, the unpredictability of the surrounding situa-
tion at any moment. But this degree of irresponsibility, incom-
petence, failure to engage in supervision and proper management
practices boggles the mind. When our leaders at the highest levels
say we want to stand up the Iraqi police and here we have this
awful report about the police academy; when we hear about the
need to improve health care, and 6 of 150 planned health care fa-
cilities are completed, one is speechless. It boggles the mind.

So Mr. Chairman, let me just say this hearing is long overdue.
I am very pleased we are holding it. I am very pleased that we
have, among other distinguished witnesses, the Inspector General,
because I don’t want to embarrass you with extreme praise, but
you have done an outstanding job in documenting this chamber of
horrors which confronts us.

Thank you, Mr. Chairman.
[The prepared statement of Hon. Tom Lantos follows:]
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Chairman TOM DAVIS. Thank you very much.
Mr. Gutknecht.
Mr. GUTKNECHT. Just real briefly, Mr. Chairman. I won’t give a

political speech at all, but I just want to make it clear that part
of the reason that we have as many inspectors general on this task
is because we insisted, some of the conservative Republicans in-
sisted that if we are going to be spending this much money, we
want to make sure.

Mr. LANTOS. Mr. Chairman, a point of personal privilege. Did my
colleague refer to me as he referred to a political speech?

Mr. GUTKNECHT. No. I said I am not going to give a political
speech.

Mr. LANTOS. Was that a reference to my earlier comments?
Chairman TOM DAVIS. No, he made no reference to that.
Mr. LANTOS. I appreciate that.
Mr. GUTKNECHT. But the point really is, this is not a partisan

issue. I think people on all sides of the political aisle want to make
sure that when we are spending taxpayer dollars, that they are not
wasted. And so, I share some of the outrage of all of my colleagues
on all sides of the aisle.

The point I wanted to make is that the reason we have as many
inspectors general poring over these, and the reason we have had
seven hearings on these kinds of issues is because on both sides of
the aisle, we think this is outrageous, and we want to get to the
bottom of this. But most importantly, we want to put in place the
accountability standards so this kind of thing stops. That is the key
to this whole discussion today.

I yield back the balance of my time.
Chairman TOM DAVIS. Thank you very much.
Let me just note, we have held several subcommittee hearings on

contracts in Iraq, and we have been waiting to get these reports
together and working together on this. But this is important and
I appreciate the Member’s interest in this.

Mr. Van Hollen.
Mr. VAN HOLLEN. Thank you, Mr. Chairman. Thank you for

holding these hearings. I am looking forward to the testimony of
the witnesses.

This is a question of competence or lack of competence, and the
lack of accountability. You can look at the situation in Iraq today
and clearly see that it is a mess. Despite the fact that the adminis-
tration continues to tell us, just trust us, we know what you are
doing. We need to go back and listen to what they told us before,
and we remember when the President stood on the aircraft carrier,
the USS Lincoln, back in May 2003, more than 3 years ago, under
the banner, ‘‘Mission Accomplished.’’

And we know more than a year ago that Vice President Cheney
went on national television and said, ‘‘The insurgency is in its last
throes.’’

Those are statements made by the two top political leaders in
our country. And yet we now know from a report that was released
by the Pentagon just earlier this month that the situation in Iraq
is dire, and that it is getting worse. That was a Pentagon report
required by the U.S. Congress.
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We now have an NIE just released that says that it is the con-
sensus of all 16 U.S. intelligence agencies that Iraq continues to be
a magnet for jihadists and the terrorist movement, has inspired
terrorists around the world and has been a breeding ground for ex-
tremists.

So we need to have hearings on accountability and figure out
how we got into this mess. In my own view, there were two wrong
decisions. One was the initial decision based on what turned out
to be false information. But the second part, and this is part of the
exploration of the hearing today, is the post-invasion period, and
the lack of planning for the post-invasion period.

The fact of the matter is, especially over at the Defense Depart-
ment, which was given the main responsibility in the immediate
aftermath of the war for reconstruction, you had an attitude start-
ed by the Secretary of Defense that this was going to be quick and
easy, and we were going to be out of there. We don’t have to plan.
Back on September 9th, a story in the Washington Post headline,
‘‘Rumsfeld Forbade Planning for Post-War Iraq, General says.’’
Brigadier General Mark Shea told the paper in an interview that
Rumsfeld had said, ‘‘He would fire the next person who talked
about the need for a post-war plan. The Secretary of Defense con-
tinued to push on us that everything we write in our plan has to
be with the idea that we are going to be in, we are going to take
out the regime, and we are going to be out of there, that we won’t
stay.’’

That is the mentality that infected the Defense Department plan-
ning when it came to these decisions. And so when it turned out
we had to be there longer, we had to go into reconstruction, look
what happened? Look what happened? Mr. Waxman has talked
about the political cronyism that seeped into the decisionmaking.

We remember more than a year ago with Hurricane Katrina,
people in the southern States got hit twice. They got hit first by
the hurricane, and then they got hit by the incompetence of a
FEMA that was headed by someone whose main credentials was
that he had been the head of the Arabian Horse Breeders Associa-
tion. They got hit twice, hurricane and incompetence.

And now we learn that on the major national security priority of
our country, that same kind of mentality applied. I am just going
to quote the headline from the article that Mr. Waxman referred
to, ‘‘Ties to GOP Trumped Know-How Among Staff Sent to Build
Iraq.’’ You would think that what mattered most was expertise
with respect to Iraq; expertise with respect to reconstruction;
maybe people who knew the language; people who knew what they
were doing. But according to this article, in order to pass muster
with O’Beirne, who was a political appointee at the Defense De-
partment who screened prospective political appointees for Defense
Department posts, applicants didn’t need to be experts in the Mid-
dle East or in post-conflict reconstruction. What seemed most im-
portant was loyalty to the Bush administration.

So yes, I think that both sides of the aisle should be outraged
with the incompetence, but both sides of the aisle also need to
begin to hold people accountable for the decisions that have been
made. Mr. Waxman quoted the No. 2 guy in charge of reconstruc-
tion saying that as a result of this political cronyism, we didn’t get
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the best people for the job. And now we are here, many years later,
wondering how things have gone so wrong in Iraq.

I think the story sort of tells itself. It is an unfortunate story. We
need to do our best to begin to restore confidence of the American
people in what we are doing in Iraq, but we have a lot of walking
back to do in order to do that.

Thank you, Mr. Chairman.
Chairman TOM DAVIS. Do any other Members wish to give an

opening statement?
Mr. MCHUGH. Mr. Chairman.
Chairman TOM DAVIS. Mr. McHugh.
Mr. MCHUGH. I am not going to make a statement, Mr. Chair-

man, but I just would like to hear the witnesses. It might be inter-
esting. We are all interested in oversight. They may be helpful in
that regard.

Just a sentence that follows the issue about being in Iraq. It says
in the NIE, ‘‘Should jihadists leaving Iraq perceive themselves and
be perceived to have failed, we judge fewer fighters will be inspired
to carry on the fight.’’ In other words, if we win, they lose.

I think if we are going to quote a 34-page paper, we ought to pull
out more than just one sentence. This is too important an issue to
distill it down like a Readers Digest.

I yield back.
Chairman TOM DAVIS. Thank you.
Mr. Kucinich.
Mr. KUCINICH. I would agree with my colleague that an in-depth

approach is called for in a review of what has happened, where we
are at, and where we are going. I think it is important to look at
the type of thinking that took us into Iraq. There is a book out by
Corn and Isakoff called Hubris, and page 200 has a quote that I
think is instructive for purposes of this hearing. It says, ‘‘Post-war
Iraq planning paralleled what happened with pre-war Iraq intel-
ligence. The work of Government experts and analysts was dis-
carded by senior Bush administration policymakers when it con-
flicted with or undermined their own hardened views about what
to expect in Iraq.’’

So if we have a condition where there is a fundamental flaw in
the world view of an administration, it harkens back to that bib-
lical quote, ‘‘That which was crooked cannot be made straight.’’ Ev-
erything about what happened in Iraq, from the lies that led us
into it about WMDs, trying to connect Iraq with September 11th,
trying to connect Iraq with al Qaeda’s role in September 11th, try-
ing to say Iraq was an imminent threat. There is symmetry here
with the collapse of reconstruction, because it is the same type of
thinking.

Today, we are here to discuss how the administration wasted bil-
lions of American and Iraqi taxpayer dollars. The goal is to find out
where the money went and maybe ensure that the corruption does
not continue. But we also need to ask the question: What are the
effects of this failed reconstruction on Iraqi families? And then we
need to ask: What are the combined effects of the first Gulf war,
the economic sanctions throughout the 1990’s, the 2003 shock-and-
awe campaign, and its ‘‘collateral damage.’’
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Abu Ghraib, and finally the failed reconstruction efforts, we
know the administration has spent over $30 billion in taxpayer
money to rebuild Iraq. The administration also spent an additional
$20 billion in Iraqi funds under its control. Yet the administration
has provided little relief for the suffering families in Iraq. We know
Iraqis don’t have adequate health care, schools, clean drinking
water or roads. We know Iraqi children are suffering from diseases
that do not threaten children in the developed world. We know that
few Iraqis can claim they are better off now than they were when
Saddam Hussein was in power.

We know that the U.S. sanctions against Iraq were perhaps the
toughest, most comprehensive sanctions in history, the sanctions
crippled the Iraqi economy during the time they were imposed,
forcing much of Iraq’s infrastructure into disrepair. UNICEF has
put the number of child deaths related to Iraqi sanctions at
500,000. The reasons include lack of medical supplies, malnutrition
and especially disease owing to the lack of clean water. Among
other things, chlorine needed for disinfecting water supplies was
banned as having a dual use in potential weapons manufacture.

For 1 minute, image yourself as an Iraqi mother or father. As
any parent, your primary duty is to safeguard your family. But to
do so, you have to overcome the effects of the first Gulf war, the
economic sanctions through the 1990’s, the 2003 shock-and-awe
campaign, and its, ‘‘collateral damage,’’ Abu Ghraib, and now the
failed reconstruction efforts.

Is it any wonder that the Iraqi people want the United States to
leave? Is it any wonder that the Iraqi people are hostile to a U.S.
soldier? Is it any wonder that the National Intelligence Estimate
found that our invasion and continued presence in Iraq is creating
a larger terrorist threat?

We ought to refund back to the Iraqis the $9 billion in missing
Iraqi money and we ought to pull out of Iraq as soon as possible
as the Iraqis have made clear they desire.

Thank you, Mr. Chairman.
Chairman TOM DAVIS. Thank you, Mr. Kucinich.
I think we are ready for our first panel now. Thank you for your

patience. Members will have 7 days to submit opening statements
for the record.

On our first panel, Katherine Schinasi, who is the Managing Di-
rector of the Acquisition and Sourcing Management, Government
Accountability Office. Thank you for being here.

Stuart W. Bowen, the special inspector general for Iraqi construc-
tion. Thank you for being here.

Ambassador David Satterfield, the Senior Advisor to the Sec-
retary for Iraq, U.S. Department of State. Thank you, Mr. Ambas-
sador.

James Bever, Deputy Assistant Administrator for Iraq, Bureau
for Asia and the Near East, U.S. Agency for International Develop-
ment. Thank you for being here.

Tina Ballard, no stranger to this committee, Deputy Assistant
Secretary for Policy and Procurement, the U.S. Army. Thank you
for being here.

And Joseph Tyler, the Acting Deputy Director of Military Pro-
grams, U.S. Army Corps of Engineers. Thank you.
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As you know, it is our policy, we swear witnesses in before you
testify, so if you would rise with me and raise your right hands.

[Witnesses sworn.]
Chairman TOM DAVIS. Thank you. Let the record show all replied

in the affirmative. Your entire statements are in the record. I read
them last night. Our questions will be based on that. If you would
like to supplement that or capsulize it, we would like you to stay
within 5 minutes so we can move on. You have a red light in front
of you. When the red light is on after 5 minutes, your time is up.
It will turn orange after 4 minutes. It will green when you start.

Ms. Schinasi, we will start with you. Thank you again for being
with us.

STATEMENTS OF KATHERINE SCHINASI, MANAGING DIREC-
TOR, ACQUISITION AND SOURCING MANAGEMENT, U.S. GOV-
ERNMENT ACCOUNTABILITY OFFICE; STUART W. BOWEN,
JR., SPECIAL INSPECTOR GENERAL FOR IRAQ RECON-
STRUCTION; AMBASSADOR DAVID SATTERFIELD, SR., SEN-
IOR ADVISOR ON IRAQ TO THE SECRETARY OF STATE;
JAMES A. BEVER, DEPUTY ASSISTANT ADMINISTRATOR FOR
ASIA AND THE NEAR EAST, U.S. AGENCY FOR INTER-
NATIONAL DEVELOPMENT; TINA BALLARD, DEPUTY ASSIST-
ANT SECRETARY OF THE ARMY (POLICY AND PROCURE-
MENT); AND J. JOSEPH TYLER, ACTING DEPUTY DIRECTOR
OF MILITARY PROGRAMS, U.S. ARMY CORPS OF ENGINEERS

STATEMENT OF KATHERINE SCHINASI

Ms. SCHINASI. Chairman Davis, Mr. Waxman, members of the
committee, I appreciate the opportunity to be here before you today
to talk about GAO’s work on reconstruction contracting in Iraq.

I think I would just like to briefly touch on progress in three sec-
tors that we have been tracking, and then turn specifically to the
contracting challenges the United States is facing as it continues
its reconstruction efforts.

As we and others have reported, the United States has not
achieved outcomes from reconstruction efforts in Iraq as antici-
pated. As of August 2006, oil production was below pre-war levels
and restoration of electricity and new or restored water treatment
capacity remained below stated goals. One-third of DOD’s planned
construction work still needs to be completed, and the hope is now
that will be done before the end of 2008.

Because the United States is relying so heavily on contractors to
carry out reconstruction efforts, the strengths and weaknesses in
how the Government has implemented its contracting process has
a great bearing on the outcome of the U.S. efforts. The contracting
problems we and others have reported on over the last several
years are emblematic of contracting problems we have identified in
numerous other situations, but have more dramatic consequences
for failure as the nature of the task for the United States is so
large and so costly.

We have made numerous recommendations to correct contracting
problems we have identified, which the agencies have generally
agreed with, but we continue to find that the practice is not always
in line with the policy and guidance. When we reviewed the causes
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for individual project decisions and outcomes, the problems we find
tend to be interconnected, but they almost always start with re-
quirements.

At the sector, program and project level, the failure to define re-
alistic requirements, that is those that can be accomplished with
available resources, makes it more difficult to take every subse-
quent step to get to a successful outcome. Without understanding
the resources of time, money and capacity that are needed to
achieve a stated requirement, reasonable estimates cannot be es-
tablished. Without reasonable estimates at the start, program man-
agers cannot stay on track.

The resulting instability has negative consequences on two lev-
els. First, it affects individual projects as funding needs fluctuate,
schedules slip and requirements are either added or dropped. Sec-
ond, instability in individual projects has repercussions at the pro-
gram and sector level, as money allocated for one use gets pulled
away for other uses.

Without matching reform as to time, money and capacity re-
sources before beginning projects, the cascading effect of the con-
tract level is the inability to definitize contract terms and condi-
tions. The resulting situation puts the Government at risk of hav-
ing to accept costs that it might not otherwise bear. For example,
recently reported that DOD contracting officers were less likely to
remove costs questioned by the Department of Defense’s Contract
Audit Agency when the contractor had already incurred those
costs.

Conversely, in the sample of DCAA audit reports we reviewed in
which the negotiations took place before the work was started, the
portion of questionable costs removed from the contractor’s propos-
als was substantial.

Without agreed-upon requirements, terms and conditions, closer
management and more oversight are needed, but more oversight
requires more resources. There are numerous reported examples of
not having enough skilled people on the ground. For example the
design-build contracting approach, which was put in place for a
large segment of the reconstruction work, by its very nature recog-
nized the lack of sufficient Government resources as the United
States turned to a contractor to manage contractors’ performance.

In our June 2004 report, we also found that the lack of contract
administration personnel contributed to shortfalls in contract per-
formance. We have found that without sufficient people supporting
project definition and execution, program officials have turned in-
appropriately to the use of interagency contracting vehicles, which
is one of GAO’s high-risk areas. We have reported both on the indi-
vidual use of interagency contracts and on the breakdowns that
occur throughout the process as a whole. One of the most signifi-
cant of those is the role played by contractors in the process, which
is usually reserved for Government personnel.

Finally, underlying market discipline offered by competition has
not always been present, especially in the early stages of the recon-
struction efforts. Competition can be used most effectively when ad-
vance planning occurs, which brings me back around to the need
to establish realistic requirements at the beginning.
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As I noted at the outset, these conditions are not new or unique
in Iraqi reconstruction efforts. But understanding not just where
we are today, but why is important to make corrections and pre-
vent repeating mistakes. As our work has demonstrated, it is often
not just one of these elements that leads to failed outcome, but a
combination of several or sometimes all of them. Just as multiple
factors are responsible for failure, multiple actors also share this
responsibility.

So moving ahead to successful acquisition outcomes must also be
a shared effort and responsibility between policymakers, program
managers, contracting officers and the contractors themselves.

Mr. Chairman, that concludes my summary. I would be happy to
take your questions.

[The prepared statement of Ms. Schinasi follows:]
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Chairman TOM DAVIS. Thank you very much.
Mr. Bowen, thank you for being with us.

STATEMENT OF STUART W. BOWEN, JR.
Mr. BOWEN. Thank you, Mr. Chairman, and thank you, Ranking

Member Waxman and members of the committee for having me
here to testify today about SIGIR’s oversight of Iraq reconstruction.
And thank you, Mr. Chairman, for your support of my office since
its inception 21⁄2 years ago.

Mr. Chairman, you said accurately in your opening statement
that not everything is wrong in Iraq, and that is true. A fair read-
ing of our full reports demonstrably underscores that fact. Indeed,
70 percent of the projects we visited and 80 percent of the money
allocated to them indicate that those projects, from a construction
perspective have met what the contract anticipated.

Mr. Gutknecht pointed out that oversight is not a partisan issue.
That is absolutely correct and is the approach that I take to this
issue and I think is the right approach. It is the message that I
give my auditors, inspectors and investigators. I just returned Mon-
day from a 50 day trip to Iraq, where I met with senior U.S. lead-
ers in the reconstruction programs, senior Iraqis involved in it, in
the anti-corruption fight, and also visited sites outside the Green
Zone.

I learned a lot. I learned from General Corelli, the commander
of the multinational Corps Iraq, the troops on the ground, the guy
who is looking out for our soldiers there, that the solution in Iraq
is not primarily military. It is an economic and political one. And
what that means is that it underscores the paramount importance
of succeeding in the reconstruction program moving forward, and
that means, as the chairman pointed out, we need to learn our les-
sons. That is something that SIGIR has pushed forward in real
time in the course of carrying out our mission.

In January, we did a lessons-learned report on human capital
management, effectuated some positive changes in how personnel
are managed in Iraq. We released a report in August on contract-
ing and procurement in Iraq, and it has prompted responsiveness.
Paul Brinkley in the Business Transformation Agency under Dep-
uty Secretary England’s direction are making a real-time difference
in trying to improve how contracting is done over there, and more
to the point, changing the system so that it operates better moving
forward.

Ambassador Khalizad has strongly supported our mission, as did
Ambassador Satterfield when he was DCM and now is senior advi-
sor to Secretary Rice, and Ambassador Speckhard. As a result, our
audits, when they finally see the light of day in writing, mostly
have their findings resolved, because they have been recognized by
management, the issues raised by them, that is, and the problem
is addressed, at least solutions put in place.

So it is true. A week ago I visited a site that is outer-city, the
Baghdad Police College. It was an extremely disappointing visit. It
is essential that we succeed on the security front. The Baghdad Po-
lice College is the place where police will be trained. Phil Galioto,
the dean there, pulled me aside and was really in distress about
the fact that he had to close that college for 2 weeks because of its
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unsanitary conditions, and his fear that he was going to have to
close it again when he has this parade of recruits that are lined
up ready to come through and learn how to bring security to Bagh-
dad.

The reality is that those issues are out there, but the reality also
is, as he told me, is the oversight was prompting change. Indeed,
the resources he was seeking and said he needs are moving for-
ward to address the significant problems there.

Mr. Chairman, you asked us to address contracting issues. I am
happy to discuss the lessons-learned report. They are the subject
of potential pending legislation from Senator Collins and are I
think aimed at adjusting the system to improve contracting. But
the point of my contracting report ultimately is that the story of
Iraq reconstruction from a personnel perspective, from a contract-
ing perspective, and from a program and project management per-
spective, we are writing that report now. It will be out in Decem-
ber. It is a story of gradual progress. It is a story of adapting,
learning lessons, and improving the execution in a situation where
security is a fundamentally overriding matter.

I would be happy to address in the question and answer section
primary health care issues and the Basrah Children’s Hospital
issue that you were concerned about.

Thank you for this time.
[The prepared statement of Mr. Bowen follows:]
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Chairman TOM DAVIS. Thank you.
Ambassador Satterfield, thanks for being with us.

STATEMENT OF AMBASSADOR DAVID SATTERFIELD, SR.
Mr. SATTERFIELD. Thank you, Mr. Chairman, Ranking Member

Waxman, members of the committee. I appreciate the opportunity
to testify today before this committee on the progress we have
made to date on Iraq reconstruction, and also on the steps we have
taken to execute more effectively our oversight responsibilities and
ensure that the taxpayers’ moneys are spent wisely, effectively and
to good purpose for the United States and good purpose for the peo-
ple of Iraq.

We recognize fully the enormous responsibility we have to deliver
tangible benefits to the Iraqi people, to manage honestly and effec-
tively the billions of dollars with which we have been entrusted.
We don’t intend to underestimate or understate the mistakes that
have been made, but we also do not wish to understate the suc-
cesses that have been achieved, for there have been significant suc-
cesses, successes in the face of perhaps the most difficult operating
environment in the world.

Success is critical in Iraq in terms of our ability, Iraq’s ability
and the support of the international community to economic devel-
opment and growth. Security measures alone, as General Corelli
and others have said, cannot secure a stable, peaceful Iraq. Only
security measures augmented by good governance, progress on rec-
onciliation, and development and growth of Iraq’s economy to pro-
vide a stake for all of Iraq’s citizens in a different, more peaceful
Iraq can achieve those goals.

We believe thoughtful, detailed, oversight can strengthen our
management of contracts and improve outcomes on the ground. It
already has. Over the last year, we have undergone a sea-change,
literally, in how we award, manage and monitor contracts. We have
shifted more contracts to Iraqis, revised cost-to-complete accounting
procedures, moved away from design-build and cost-plus contracts,
and have given grants directly to Iraqi ministries. In short, we
have learned from the past. We are adapting. We will continue to
adapt to changing conditions on the ground.

We take seriously and we apply in real-time, lessons learned
from the excellent sustained work of the Special Inspector General
for Iraq Reconstruction, our colleague Stu Bowen, the Government
Accountability Office, as well as the Inspectors General from the
Department of State, USAID, and the Defense Contract Audit
Agency. We look forward to the committee’s observations and sug-
gestions to help us further improve this work.

I would like to begin with a brief review of what the IRRF funds
have accomplished, acknowledge the difficulties we have encoun-
tered, and review the specific mechanisms that we have put in
place to tighten oversight of this program.

I would like to begin by outlining what we have achieved. IRRF-
funded projects have had a measurable and significant impact on
the lives of Iraqi citizens, but I want to make a comment at the
beginning. This impact, this positive impact comes against the
backdrop of the magnitude of need in Iraq for basic infrastructure
development. That is a need estimated by the World Bank in 2004
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at over $100 billion. It was never our intent to meet through U.S.
funds all of these goals. Our intent was to begin a process, to start
a process which Iraqi efforts themselves and the support, the
strong support, the vital support of the international community
and the Middle East itself, Iraq’s neighbors, would be required to
complete.

Electricity, our projects have added, rehabilitated or maintained
almost 3,000 megawatts of electricity generation. What this means
is about one-third of all of the power transmitted today, this day,
to Iraq’s citizens comes as a result of our efforts and our funding.
Other projects have succeeded in rehabilitating Iraqi equipment
that will provide, when infrastructure is improved for transmission,
still more ability to deliver power.

On water, our projects have improved significantly. Access to
fresh water and to sewage treatment services have included 19
major water treatment plants, as well as smaller projects that have
improved access to drinkable water. Five million Iraqis have access
today to clean water and sewage services as a result of our efforts.
That is not insignificant, and completion of all of our planned
projects will bring drinkable water to an additional 8 million Iraqi
citizens.

Before the war, Baghdad had no functional sewage treatment
plants. All sewage was simply dumped into the Tigris River, pollut-
ing all downstream consumption. Nine major plants have been re-
habilitated and have capacity to serve 5 million Iraqis. Three of
these plants are in Baghdad, two-thirds of the city’s population are
being served by what they do. That is not insignificant.

Our funding has rehabilitated or refurbished over 4,000, that is
over 30 percent, of Iraq’s schools, trained 60,000 teachers, provided
over 8 million new textbooks, and we have inoculated through the
efforts of AID virtually all of Iraq’s children against the diseases
of polio and measles.

Oil production, vital to that country’s economic future, production
and exports as a result of our efforts have increased above 2002
pre-war levels. Exports have also exceeded pre-2002 efforts. That
is not insignificant.

We have also had setbacks, including work on the primary health
care centers and the Basrah Children’s Hospital, and like my col-
leagues, I am prepared to address those issues in response to com-
mittee questions. But I want to stress in closing, the lessons
learned here. We have tightened, in our mission in Iraq and here
in Washington, the procedures through which we oversee contract-
ing, through which we assess the situation on the ground. We have
improved the way we do our accounting numbers so that we can
have a real-time estimate of funds available, and can shift those
funds within the parameters set by the Congress to meet changing
priorities on the ground. We want to work with the committee. We
want to work with our oversight agencies with the various auditing
systems in place now, to improve still further our work. Lessons
have been learned and will continue to be applied on the ground
as we seek to better ensure that the taxpayers’ money is spent
wisely and all benefit from those funds.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Satterfield follows:]
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Chairman TOM DAVIS. Thank you very much.
Mr. Bever, thanks for being with us.

STATEMENT OF JAMES A. BEVER

Mr. BEVER. Thank you, Mr. Chairman and members of the com-
mittee. USAID thanks you for the honor of being able to be here
with you this morning.

First, I would like, as a U.S. Foreign Service Officer, to thank the
chairman and members of the committee for the times when you
come to the field and see what we do in the field, and you take the
risks that we also take as Foreign Service Officers in the field so
you understand the challenges that are there, and you bring us
courage that what we do to serve our country is the right thing.
Thank you.

In addition to the support for democratic infrastructure building
and economic infrastructure building in the ministries of finance,
I would like to focus my very brief comments on the physical infra-
structure. There are some things that USAID and American tax-
payer dollars have done today which we take for granted. First is
Umm Qasr Port. The dredging of that port, the repair of that port
early on in this conflict allowed hundreds of thousands of tons of
supplies to come in to the Iraqis in a timely fashion.

The repair of the airport, both in Baghdad and Basrah, has al-
lowed thousands of commercial and civilian flights to come in and
out of Iraq and around Iraq. Thousands of small infrastructure
projects in every one of the provinces of Iraq have allowed the visi-
ble, tangible manifestation of American goodwill and caring and
improvement at the local level.

Ambassador Satterfield has also commented on the power sector,
and has commented on the water and wastewater. I won’t go fur-
ther on that, except to say that we have also been very active in
the rural areas. This is where 25 percent of all the jobs are created
and maintained in Iraq. So much of our assistance has been in
building agricultural infrastructure, and 500,000 farmers have
water today that didn’t have it a few years ago.

The Ambassador also addressed our contribution to education
and to health. I won’t go further there.

I would like to just close, and I will make my comments very
brief, by saying that our agency, recognizing the importance of
Iraq, recognizing the importance of SIGIR and of GAO and the IG
comments, has created a Special Deputy Assistant Administrator
position specifically for Iraq. I was brought in by Ambassador
Tobias, our Administrator, from Israel where I was serving for the
last 2 years to help enhance Israel’s security, and advance Con-
gress’ plans both there and in Afghanistan before that, to focus on
Iraq. So we welcome and look forward to continuing to work with
our accountability agencies. We are proud of the Government Ac-
countability Office finding that USAID competitively awarded con-
tract actions for 99 percent of all of our obligations and commit-
ments.

And last comment, under our infrastructure activities, we are
also very proud that 97 out of 99 of our activities have now been
completed. The remaining two will be completed in the coming year
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and we will be sharing those activities with Army Corps and trans-
ferring them shortly.

Thank you.
[The prepared statement of Mr. Bever follows:]
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Chairman TOM DAVIS. Thank you very much.
Ms. Ballard, thanks for being with us.

STATEMENT OF TINA BALLARD

Ms. BALLARD. Good morning. Thank you, Chairman Davis, Con-
gressman Waxman, and distinguished members of the Committee
on Government Reform, for this opportunity to report to you on the
U.S. Army’s reconstruction contracting efforts in Iraq.

It is my privilege to represent the Army leadership and the mili-
tary and civilian members of the combined reconstruction program
management and contracting work force team. We appreciate your
wisdom, advice and steadfast support. The Army is the executive
agent for the Department of Defense reconstruction and relief mis-
sion in Iraq, as outlined in the IRRF, and is responsible for the exe-
cution of approximately $13 billion of the $18.4 billion appropriated
by Congress for projects in Iraq.

In January 2005, with the cooperation and leadership of the U.S.
Central Command, the Joint Contracting Command-Iraq and Af-
ghanistan [JCCIA], was established. This Joint Command, which is
headed by a two-star general, operates under the Army’s acquisi-
tion authority and has more than 160 people in two theaters of war
who are working in dangerous and difficult conditions.

The JCCIA operates in full compliance with Federal acquisition
regulations and to date we have awarded more than 4,000 con-
tracts for the reconstruction of Iraq. We do this mission with great
pride and gratitude to Congress, the Army team and our inter-
agency partners, the Department of State and U.S. Agency for
International Development. This team has proven to be resourceful
and resilient, while adjusting to every challenge presented by the
evolving conditions in Iraq.

I want to emphasize the following important point in particular.
The reconstruction program in Iraq has been one of the most au-
dited efforts ever undertaken by our Government. From the begin-
ning, we have welcomed this good government look at our work.
Our policy throughout this mission has been to work side by side
with every auditor in order to ensure the proper expenditure and
oversight of money allocated by the Congress.

We have also found that the auditors serve a valuable role in
helping us execute our mission. While the challenges have been
daunting at times, we have maintained a tremendous sense of ur-
gency and intense operational tempo with regard to our reconstruc-
tion mission.

In summary, we are an Army at war. We are proud of our accom-
plishments and we want the people of this great Nation and you,
the Members of Congress who represent them, to know of this
great effort in helping to create and build a stable and successful
Iraq. With your continued support, we will succeed.

This concludes my opening statement, Mr. Chairman. Again, I
thank this committee for its continuing wisdom, guidance and
steadfast support. I look forward to your questions.

[The prepared statement of Ms. Ballard follows:]
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Chairman TOM DAVIS. Tina, thank you very much.
Mr. Tyler, thank you for being with us.

STATEMENT OF J. JOSEPH TYLER

Mr. TYLER. Mr. Chairman, Ranking Member Waxman, and mem-
bers of the committee, thank you for the opportunity to discuss the
successes and some of the challenges the U.S. Army Corps of Engi-
neers and the team we work with has experienced in execution of
the reconstruction program in Iraq.

I have had the pleasure of having oversight management for this
program from the time it originally started. I would like to empha-
size a few points included in my written statement.

First, the Corps of Engineers is committed to supporting the Na-
tion’s global war on terror. We have supported the operation in
Iraq from the very beginning. Our entire work force of 34,000 per-
sonnel has been available to support the effort. About 3,300 person-
nel from both our civil works and military mission areas have vol-
unteered for deployment, many for multiple deployments. The re-
maining personnel that stay here in the States are often used for
reach-back support of our personnel on the ground in-theater.

Our multi-talented expeditionary work force has allowed us to re-
spond positively to this reconstruction mission. Our current work
force in Iraq consists of military personnel, U.S. Government civil-
ians, DOD contractors, and Iraqi associates. We utilize these per-
sonnel in various capacities to allow us to execute our mission in
the most efficient and effective manner. We will use the Iraqi asso-
ciates in insecure areas which would endanger U.S. personnel or
draw unwanted attention to the reconstruction effort. It is because
the Iraqi associates are able to move more freely throughout their
country.

Now, beginning in October 2005, the Corps’ office in Iraq, our
Gulf Region Division [GRD], and its three district offices, began a
gradual evolution toward consolidation with the Project and Con-
tracting Office [PCO]. This consolidation commenced as reconstruc-
tion projects moved from the planning and design stage of execu-
tion to the construction stage. GRD has always supported PCO in
construction oversight. Therefore, it made sense from a cost and
program execution perspective to streamline our personnel and
processes by consolidating the offices and focusing on completing
program construction. This consolidation will be complete next
month.

Overall, the Corps has been successful in oversight management
and execution of its reconstruction mission. We have completed
construction on 3,100 quality projects at a cost of about $4 billion.
There are slightly over 800 projects under construction right now,
and there are over 500 projects that are anticipated to start con-
struction in the next few months.

This success was not without challenge. Construction quality is
always a challenge, even in the United States. The challenge is am-
plified by the Iraqi environment. Our personnel and our contrac-
tors, United States and Iraqi alike, are constantly challenged in the
day-to-day operations. In spite of that challenge, we are able to de-
liver quality facilities for the Iraqi people.
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There are always the exceptions that rise to the surface in get-
ting significant scrutiny. These exceptions also demand our inten-
sive management, and often extraordinary actions to achieve the
appropriate remedy and the quality results.

Mr. Chairman, this concludes my opening remarks. Again, I
thank you for the opportunity to discuss the Corps’ reconstruction
efforts in Iraq.

[The prepared statement of Mr. Tyler follows:]
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Chairman TOM DAVIS. Thank you.
Let me start. Ambassador Satterfield, let me just ask you, in

terms of electrical power, does Iraq have more power or less power
today than when we came in?

Mr. SATTERFIELD. It has more power, Mr. Chairman, signifi-
cantly more power. There are limitations to the amount that can
be physically transmitted on Iraq’s infrastructure, but within that
limitation, we are contributing as a result of our projects, our ef-
forts and our money, over one-third of the delivered transmitted
power today to Iraq’s citizens.

Chairman TOM DAVIS. OK. Is there still a lot of sabotage of that
going on?

Mr. SATTERFIELD. There is significant sabotage. If you look na-
tionally at electrical power, its operations and maintenance defi-
ciencies, fueling problems, that is delivering the right kind of fuel
to the right plants on time, that is the biggest contributor, rather
than sabotage. But if you look at Baghdad as a signal piece of that
puzzle, the amount of damage or deficiencies due to sabotage is
about one-third of the total power.

Chairman TOM DAVIS. And Baghdad got the bulk of the power
under the previous regime.

Mr. SATTERFIELD. Under the Saddam regime, Mr. Chairman,
Baghdad deliberately received the bulk of the power for political
reasons. The rest of the Nation was starved.

Chairman TOM DAVIS. Thank you.
Mr. Bowen, let me ask, you just released a report on the shoddy

construction of the Baghdad Police College that is all over the
headlines today. Obviously, this lax contract oversight didn’t per-
form. It just has to be unacceptable. What were the prime contrac-
tor’s reaction when these defects were pointed out? And how did we
get to this?

Mr. BOWEN. It is a good question. It boils down to a lack of over-
sight, both on the scene by——

Chairman TOM DAVIS. But even with oversight, the contractor
should have, I mean——

Mr. BOWEN. You’re right. The way this happened, it is sub-
contracting. You understand this. Parsons got the design-build con-
tract for facilities in March 2004, a $500 million IDIQ. Included in
that were the health care and also other facilities, including the
Baghdad Police College. It is a $73 million project. The work is
done through subcontracting.

Chairman TOM DAVIS. Let me ask, we do encourage them to hire
Iraqis for this. Isn’t that part of the policy?

Mr. BOWEN. That is exactly right. It is incumbent upon them to
hire Iraqi firms that are competent, and there are many. We talked
about the fact that many of our projects that we have seen have
been successful and they have been performed by Iraqi firms. So
that is not the dispositive issue. It is what happened at the Bagh-
dad Police College that is determinative.

But in constructing there, there were all manner of shortfalls.
They used the wrong pipes. They didn’t have fittings. They just cut
pipes, cemented them together, and then finished the floor. Of
course, they burst, and that was in all barracks. There is a half-
completed laundry facility that $300,000 was invested in that has
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to be torn down. They are not going to finish it. There is another
facility next to it, same story. There is a beautiful classroom build-
ing out just beyond that laundry facility that has no power.

Chairman TOM DAVIS. If this were out in Fairfax or in Los Ange-
les, you would have building inspectors looking at all of this. Do
they not have that regime in place there?

Mr. BOWEN. They did not. The Deputy Commander of GRD went
out there with me a week ago. I addressed this exact issue, that
you are pointing to. He was unaware of what the oversight situa-
tion was from the GRD perspective before the turn of this year.
And so, that is something that we continue to drill down on. This
was a quick reaction report to draw attention to it, to get the re-
sources there to fix it now, because we are scheduled to turn this
over at the end of the year.

Chairman TOM DAVIS. What is the contractor’s responsibility in
something like this? Ultimately, they are building it. If you don’t
have a government regime doing the inspections, then they need to
do it, and it sounds like that wasn’t done.

Mr. BOWEN. You are exactly right. It is a multi-layered oversight
process and that is the case for every project in Iraq. Parsons had
a duty to supervise how this Iraqi firm was doing. In other words,
get a look at exactly what they were planning on doing with that
plumbing and not to let it all get laid and then burst and be a dis-
aster.

Chairman TOM DAVIS. I guess our problem is, I mean, you can
look at one project, but when something can go this badly, and if
anything could go wrong, it did go wrong here, and you can point
back and forth, but the concern that I have, and I think Mr. Wax-
man and other Members have is, is this systemic? How many other
projects like this are going on?

Mr. BOWEN. I am glad you asked that. I have a list here of the
14 Parsons projects that our inspectors have visited; 13 of them
don’t meet standards. Ironically, the one that does meet standards,
the Nasiriyah Prison project that I visited in May, was terminated
for default for other reasons, primarily for the issues I saw then.
It was de-scoped from serving 4,400 prisoners to 800, and the cost
was 50 percent more. But I was there and I saw the construction
at that facility is of quality service, but the forward border post at
Sulaymaniyah, it was a design flaw in the center beam that our en-
gineers, actually my inspectors are an engineer and an auditor, the
engineer picked up on it and adjusted the design. The Allaminon
primary care facility, the five PHCs we visited, all——

Chairman TOM DAVIS. My last question, I get you, but are these
taxpayer funds or are these Iraqi funds that were paying?

Mr. BOWEN. Taxpayer funds. These are IRRF projects.
Chairman TOM DAVIS. Mr. Waxman.
Mr. WAXMAN. Mr. Bowen, did Parsons get paid?
Mr. BOWEN. Yes.
Mr. WAXMAN. Are they going to pay any of this money back?
Mr. BOWEN. No. The structure of contracting, cost-plus, means

that the U.S. Government bears the burden, so to speak, of paying
for what happens in the course of performing that contract. That
means if a subcontractor fails, and you have to move on to some-
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body else, that cost is borne. That happened up in Urbeyo, the
water treatment plant I visited last November. Same story.

Mr. WAXMAN. Well, let me interrupt you. You issued this report
that just came out about this Baghdad Police College. I have some
photos of the police college that I am going to ask be available. You
said our job in Iraq is to provide help for their economy and their
security. What could be a more important symbol than giving them
the ability to have police trained for security and buildings that
will give them a boost to their economy? What you found in your
report is truly disgusting. The photos don’t really even capture it
all. It is a civil security project in the country that is a failure. It
is the Baghdad Police Academy and it is a disaster.

I went through some of the points earlier in my opening state-
ment about fecal matter and urine going right through the build-
ing. It is not a very proud symbol for the U.S. efforts in Iraq, is
it?

Mr. BOWEN. As I said, the plumbing design and execution was
extremely poor. As a result, it failed once it came into use.

Mr. WAXMAN. Well, the chairman asked you this. Who is respon-
sible for this disaster? Is it Parsons? Is it the Army Corps of Engi-
neers? Or is it both?

Mr. BOWEN. I think it is a shared responsibility.
Mr. WAXMAN. And is this the first project that Parsons and the

Corps of Engineers bungled?
Mr. BOWEN. This is the most problematic project that we have

visited.
Mr. WAXMAN. But is it the first?
Mr. BOWEN. As I said, we have visited 14 Parsons projects, four

border forts up in Sulaymaniyah, five PHCs in the Tamime area.
Total value of the projects we have looked at is $136 million, and
I wouldn’t use the word ‘‘bungled,’’ but I would say that they have
not met the contract’s expectations.

Mr. WAXMAN. As I indicated, this is perhaps the new symbol of
the Bush administration’s failure, the dilapidated and disgusting
facilities of the Baghdad Police College. We spent $75 million of
taxpayers’ money on it. I am trying to figure out how we got to this
point. You have indicated you thought it is a failure of oversight.

Well, the Washington Post reported in 2003 and 2004, a Defense
Department political appointee named Jim O’Beirne directed and
organized a systemic screening process to hire Republican loyalists
for the key Provisional Coalition Authority. Mr. O’Beirne was the
Pentagon’s liaison to the White House. Mr. O’Beirne’s office posed
blunt questions about the political leanings of CPA applicants. Peo-
ple who were supposed to work on overseeing these kinds of
projects for this provisional government that we were in charge of
were asked questions about whether they voted for George Bush in
2000, and even their views on abortion.

To recruit the people he wanted, O’Beirne sought resumes from
the offices of Republican Congressmen, conservative think-tanks,
and GOP activists. He discarded applications from those through
his staff that were considered ideologically suspect, even if the ap-
plicant’s possessed Arabic language skills or post-war rebuilding
experience.
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Ambassador Satterfield, is this true? Was the Pentagon’s White
House liaison screening people to run Iraq on the basis of how Re-
publican they were?

Mr. SATTERFIELD. Congressman, I cannot comment on the CPA
period. What I can comment on, though, is the extraordinary pro-
fessionalism, dedication and qualifications of the staff at our mis-
sion in Iraq, in Baghdad and elsewhere, working on these develop-
ment issues today and over the course of the past years.

Mr. WAXMAN. But so much of what we are talking about, includ-
ing this police academy, was handled during the CPA period. There
was one specific example of this cronyism in the health sector.
There was Dr. Frederick Berkel, Jr. He was removed as the head
of Iraq’s health care system 1 week after the fall of Baghdad be-
cause, as I understand it, the White House wanted a loyalist. My
staff talked to Dr. Berkel. And the e-mail he received informed him
that he was removed purely on politics.

Mr. Bever, you are USAID, can you tell us whether Dr. Berkel
was removed from his position based on politics? Did USAID be-
lieve he was not qualified?

Mr. BEVER. I am not qualified to answer that particular question.
I have not seen that e-mail, sir. We can get a question for the
record if you would like.

Chairman TOM DAVIS. We will put that on the record.
Mr. WAXMAN. Thank you.
Chairman TOM DAVIS. Mr. McHugh.
Mr. MCHUGH. Thank you, Mr. Chairman.
Obviously, the conditions at the extreme are unacceptable, the

hemorrhaging of taxpayers’ money is despicable, and I would hope
we would all want to see it stopped. That is why we are here, in
large measure, I would hope.

Mr. Bowen, you mentioned the configuration of the contract as
cost-plus. What is the reason for that configuration?

Mr. BOWEN. Because of the risks that contractors must bear
when going to a place like Iraq, about which requirements are lim-
ited or unknown.

Mr. MCHUGH. Would it be your considered judgment, that is an
absolutely essential component of any contract to be successfully
let? Or is that just something we have allowed ourselves to slide
into?

Mr. BOWEN. No, absolutely. It is an essential tool in performing
construction contracts in contingent environments. I am not argu-
ing for the abolition of cost-plus. I am just arguing for a review of
it to see how it can be better tuned to meet the needs in contingent
environments.

Mr. MCHUGH. Which leads me to my next question. Why is it not
possible, and this is not strictly in your lane, I understand, but you
have been there. Your folks have been there. You understand the
conditions. Why would it not be possible, even with the security sit-
uation, and I have been there six times, and I understand, not to
have some codicil in the contract structure that requires a mini-
mum amount of applicable oversight? It sounds to me as though
Parsons was out at the oasis somewhere.

Mr. BOWEN. That is a significant point. The fact is that the over-
sight is expected and part of the contracting process. There are con-
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trols in the system that needed to be exercised that didn’t. For ex-
ample, as one of our audits this last quarter underscored with re-
spect to DOD IDIQ contracts, the need for definitization was
viewed as voluntary, and that was inaccurate as the General Coun-
sel to the Army observed in a June opinion.

The lack of that discipline within the cost-plus contract system
created leeway for waste.

Mr. MCHUGH. Do you think there was a cause of action against
Parsons?

Mr. BOWEN. Let me put it this way, I have been an advocate for
terminations for default whenever the Commander of JCCIA and
I sees it as appropriate.

Mr. MCHUGH. Let me state, I do. I think, for the record, for
whatever that is worth, based on what I know, and maybe I could
learn more that would convince me otherwise, but it seems to me,
as I believe I heard you say, out of 14 Parsons contracts, 13 you
found to be unacceptable.

Mr. BOWEN. The construction at the border posts and at the
PHCs that we visited, the Primary Healthcare Clinics, was sub-
standard, did not meet contract expectations.

Mr. MCHUGH. And 13 of 14, was that the figure?
Mr. BOWEN. Yes. And the 14th was the Nasiriyah Prison, which

was ironically terminated for default.
Mr. MCHUGH. So when they get the construction right, some-

thing else goes wrong?
Mr. BOWEN. That is right. I think the reason was that the scope

was reduced from 4,400 to 800, without the cost being similarly re-
duced.

Mr. MCHUGH. Thank you.
I would turn to Ms. Schinasi. You spoke about the fundamental

lack of oversight being, in your judgment, the No. 1 reason why we
have the conditions we are talking about here today. Did I hear
you correctly? I would be curious if you are able to evaluate the
reason for that lack of oversight. In other words, is it a resourcing
problem from your judgment? Or is it just a matter of lack of atten-
tion? Can you quantify that?

Ms. SCHINASI. I think it started out as a resource issue. I men-
tioned the whole design-build construct, which is the management
structure under which a lot of these projects got started. In that
project management structure, we relied very heavily on contrac-
tors to manage contractors. That was in part a decision made for
resource reasons.

Mr. MCHUGH. OK. I just have a few seconds left. My friend from
California, in his opening statement, talked about what he de-
scribed, I am sure he is absolutely correct, 15 years ago, a very
painful experience in oversight that he went through talking about
cronyism and corruption, two of the words he used, at the highest
levels of the Department of Housing and Urban Development. In
either of your two experiences, Mr. Bowen or Ms. Schinasi, have
you seen any indications that there is corruption that would be
found in the higher levels of the agencies involved in these
projects?

Ms. SCHINASI. That is not an issue we have addressed.
Mr. MCHUGH. Sir?
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Mr. BOWEN. No. As I have said before, corruption is not and has
not been a pervasive component of the U.S. reconstruction program
in Iraq.

Mr. MCHUGH. Thank you.
Thank you, Mr. Chairman.
Chairman TOM DAVIS. Thank you.
Mr. Lantos.
Mr. LANTOS. Thank you very much, Mr. Chairman.
In reading all of these reports and all of this testimony, one is

confronted with a new language. It is sort of sanitized
bureaucratese, not English. So what I would like to ask each mem-
ber of the panel briefly is if you would be pretending that you are
in a living room talking to ordinary people, who don’t enjoy reading
bureaucratese. How would you evaluate and characterize the over-
sight and the accomplishments in this field which has cost the
American taxpayer $30 billion. We will begin with you.

Ms. Schinasi. Yes, if I can back up from the oversight question,
I think where I would like to start answering that question, is look-
ing at the task we set out for ourselves and understanding up front
what that task was going to cost, and making sure that we had the
resources to assign to it, because without understanding what you
are able to accomplish, we put projects in place that perhaps were
not executable, particularly when you look across the country as a
whole.

So the oversight needs to come in to make adjustments to those
initial assumptions that proved faulty, and that oversight has not
been there. We have not been able to make adjustments, and so we
are at a point now where I think we have to step back and look
at what is it that we can do, and then how are we going to accom-
plish that with the reconstruction projects that are already on the
books.

Mr. LANTOS. What you are saying is that initially lots of projects
were proposed and approved, and according to the Inspector Gen-
eral, paid for, which were not feasible to begin with and never com-
pleted. Let me zero in on the primary healthcare center issue, be-
cause quite frankly it simply makes no sense what you are telling
us, Mr. Inspector General. You say this project began in March
2004, with a contract for 150 centers. Is that correct?

Mr. BOWEN. That is correct.
Mr. LANTOS. And only six were accepted as completed by the

U.S. Army Corps of Engineers 2 years later.
Mr. BOWEN. That is right.
Mr. LANTOS. Well, this failure ratio is a Guinness World Book of

Records answer. I mean, if you have 150 healthcare centers that
are planned, funded, construction begun, and 2 years later you find
that only 6 are completed, this requires an explanation.

Mr. BOWEN. Mr. Lantos, your core point is correct. The primary
healthcare program in my view is the most significant failure in
the overall reconstruction program.

Mr. LANTOS. This was a Parsons project?
Mr. BOWEN. That is right.
Mr. LANTOS. Parsons has a lot of experience. They have com-

pleted many projects globally over many years. How is it feasible,
explain it to us in very simple terms, that Parsons undertakes a
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project involving 150 health centers, and 2 years later 6 are com-
pleted, the contracts are terminated, although we paid Parsons.
They walk away with the money for 144 that were not completed.
Explain this to me as a taxpayer.

Mr. BOWEN. I would be happy to. The number of clinics was de-
scoped to 141, reduced to that number.

Mr. LANTOS. ‘‘De-scoped’’ means? Let’s use English.
Mr. BOWEN. Right.
Mr. LANTOS. I don’t know what ‘‘de-scoped’’ is. We started with

150 and then we moved it down to 141.
Mr. BOWEN. To 141, you are right. I am sorry.
Mr. LANTOS. That is English.
Mr. BOWEN. I will speak in clearer terms. The six were com-

pleted.
Mr. LANTOS. Which means 135 were not?
Mr. BOWEN. That is correct. Parsons agreed to finish 20 of those

clinics that were nearly complete, of which those 6 that are com-
plete are part of it. So that is down to 125. A couple of clinics were
handled by other direct contracting. But here is the point, of the
balance 122 clinics left in the number that I am talking about, they
are all either halfway or more completed, 50 percent, 75 percent,
90 percent. What the Corps of Engineers has done is picked up this
mess and developed a plan to solve it by contracting out the com-
pletion of those 125 clinics to Iraqi firms for about $40 million.

The Parsons point to me in the course of performing this audit
was that they had two significant complaints. One, this was sup-
posed to be a 2-year program and they were unilaterally directed
by the Corps of Engineers to make it a 1-year program, so they
were expected to build 150 clinics in a year and the site selection
was difficult in many cases. There was one that was placed where
there was a swamp. There was so much remedial work that had
to be done at a number of the sites that they simply made some
of the PHCs unworkable.

Mr. LANTOS. Since time is short, may I just followup on one item,
Mr. Chairman?

Mr. BOWEN. Yes, sir.
Mr. LANTOS. When I was in Iraq, I met one of the most impres-

sive human beings I ever met, General Petraeus, who took me
around on his helicopter and we landed many places. He showed
us that with $5,000, with $20,000, projects were completed. We
looked at them. They were functioning, and so on.

In your report, Ambassador Satterfield, and I wonder if you can
tell us when you went out to take over this assignment?

Mr. SATTERFIELD. In May of last year.
Mr. LANTOS. In May of?
Mr. SATTERFIELD. Of 2005.
Mr. LANTOS. Of 2005. Your report says, and I can quote it, but

I will paraphrase it and you correct me. You say you took many
of these projects away from these multinational firms, gave them
to local firms, and saved something like 40 percent. You are not in
the field of construction management, but you have some brains,
and you took it away at this incredible profit margin, gave it to
Iraqi firms at a 40 percent cost saving, and your inference was that
they are now being completed.
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Mr. SATTERFIELD. Yes, Congressman.
Mr. LANTOS. How do you explain this?
Mr. SATTERFIELD. Congressman, I will build with the remarks to

my two colleagues here, to answer in as plain English as I can the
query that you made. What is responsible for the mistakes that
have been made and what is the course to success with the remain-
ing funds, the remaining projects in Iraq that taxpayer dollars pro-
vide for. It is an examination at the highest levels, not just at a
working level, of feasibility. Does the project make sense? Does it
make sense not when it was conceived, which may be several years
previous, but does it make sense in the political, security and needs
environment of Iraq today?

That cannot be a one-time assessment. It has to be a rolling as-
sessment with dramatic re-thinking at all points as necessitated.
What is oversight? Oversight has to be continuous. It has to be on
the ground. It has to also reflect the unique circumstances in Iraq.
You need more, not less, oversight in the difficult circumstances
that prevail in that country, both the issue of corruption, inad-
equate performance standards, and also the security environment.

And finally, you need the ability to move from one project or
mode of funding or contracting to another, as flexibly as possible,
as you assess feasibility, as you review the results of your tight
oversight procedures. And you need to do it if you are operating in
Iraq in a way that is as integrated as possible between all of the
civilian and military agencies operating in that country as possible.
There can’t be stovepipes.

Chairman TOM DAVIS. The gentleman’s time has expired. Mr.
Lantos, you have had 10 minutes.

Mr. Gutknecht.
Mr. GUTKNECHT. Thank you, Mr. Chairman.
First of all, I just want to say to Ambassador Satterfield, on be-

half of myself and Mr. Shays and others who were in Iraq in July,
I just want to congratulate you. I have seldom dealt with someone
who was more professional and told us the good, the bad and the
ugly of things that were actually happening on the ground. The
briefing that you gave us was among the best I have ever received.
I just want to say that we are fortunate to have public servants
like yourself, who serve at great sacrifice in dangerous places like
Baghdad. I appreciated not only the information you gave us, but
the professionalism. It has had quite an impact on me.

I want to come back to a couple of things that are sort of glossed
over. Ms. Schinasi, this report, and I want to thank you for it, I
think it is helpful, but even the title, it seems to me, is awfully
soft: Continued Progress Requires Overcoming Contract Manage-
ment Challenges. ‘‘Challenge’’ is a pretty soft word, isn’t it?

Ms. SCHINASI. It is one that we believe tries to reflect the posi-
tive side, that something can be done, that we still have time to
make changes to get better outcomes.

Mr. GUTKNECHT. OK, well I will accept that, but let me come
back to something else that you said in a rather soft way. For ex-
ample, believe it or not, many years ago I was a business major,
and I wasn’t all that great a student, but I do remember Manage-
ment 101. You start with objectives. You have a budget. And then
you figure out some way to measure or set up a matrix in terms
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of how are you doing relative to your objectives, with the budget
and so forth.

It strikes me that we don’t really have that now. In fact, with
all due respect to what we hear from the Pentagon often, the an-
swer to every question we give them is, we’ll send more money.
OK? I am not one who believes that more money is the answer. In
fact, I will just tell you parenthetically that I remember when Paul
Wolfowitz came up and gave us a briefing before this all started.
I will never forget what he told us. He said that if you divided up
the wealth of Iraq per capita, it was about the third wealthiest
country in the world. And that once Saddam was toppled, and we
had regime change, which sounded so simple and so soft, it was
like changing a suit, and this would be easy and it wouldn’t be ex-
pensive for the taxpayers.

The last time I checked, we have invested $323 billion in that
country. There doesn’t seem to be any real end in sight.

And so what I want to know, again going back to the word ‘‘chal-
lenges,’’ do you foresee that we are really beginning to set up using
Management 101, real objectives with real budgets and real ways
of measuring those things?

Ms. SCHINASI. Clearly, we have progressed from where we were
when we started. So we are on a continuum here. I think there are
different ways to look at the need to measure, but I agree abso-
lutely with you, if we don’t know where we are trying to go, and
don’t have the measures, then we won’t know how far it takes, how
much longer it is going to take us to get there.

At the project level, I think something that Ambassador
Satterfield said is encouraging, and that is we are developing
measures now to understand what it will cost to complete these
projects, but the fact that has been lacking until now is a very,
very serious deficiency.

Mr. GUTKNECHT. Let me just come back to the last point, and it
is sort of embedded in all of our questions and all of the concerns
that we represent among our constituents, and that is the word
‘‘consequences.’’ Because it strikes me that even today, when we
talk about some of these colossal failures, and enormous cost over-
runs, it just seems that there isn’t really a consequence to these
contractors.

I would welcome input from any of the members of the panel.
What can we do as a Congress to make sure that we have real ac-
countability and that people are held accountable for the amount
of money that is being wasted?

Ms. SCHINASI. I think one of the most significant findings in the
report that we issued Monday, that the chairman referenced on
whether or not the Government is recovering costs from contrac-
tors, is that we have a situation where we have not been able to
definitize our contracts. In English, that means agree on the terms
and conditions under which the contractors will be operating, what
are the Government’s requirements.

What we found in that report that we issued Monday is that if
we do not definitize those contracts before we start work, the con-
tracting officers believe they have no flexibility to recover costs that
in retrospect are determined to be unreasonable or unallowable or
unallocable. So that is an internal control that we expect to be
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working in this cost-plus environment that we have talked about
this morning, but it is apparently not working.

Mr. GUTKNECHT. Mr. Chairman, my time is about expired. I just
want to say that we owe it, this committee owes it to a much more
aggressive oversight of all of this. I think it has to be built on real
objectives, manageable objectives, but more importantly and fi-
nally, people have to be held accountable. I think that is one area
where both your office and this Congress have really not done the
job that needs to be done. I think it is one thing that the American
people expect and I don’t think those expectations are unreason-
able.

I yield back my time.
Chairman TOM DAVIS. Thank you. Mr. Gutknecht, that is always

a problem is when things go wrong, nobody ever loses their job,
whether they are losing data or whatever.

Mr. Van Hollen.
Mr. VAN HOLLEN. Thank you, Mr. Chairman.
I would agree with my colleague that we do need much more ag-

gressive oversight. On that note, I would like to ask the chairman
that we maybe have a hearing and bring before the committee
some of the individuals who were discussed in the story about po-
litical cronyism at the Defense Department. I think when you have
the former Deputy Director of the CPA’s Washington Office saying
publicly that we didn’t tap the right people to do the job. Instead,
we got people who went out there because of their political
leanings, that we need to have aggressive oversight on that issue.
I would suggest that we should have Jim O’Beirne, who apparently
held this political job at the Defense Department, and others to
come up here and under oath explain what they did and did not
do.

Chairman TOM DAVIS. Mr. Bowen did report on that.
Mr. BOWEN. Yes, sir, Mr. Chairman, I did.
Chairman TOM DAVIS. You are welcome to ask him.
Mr. VAN HOLLEN. No, I heard you. You mean, in response to Mr.

Waxman’s statement or something else?
Chairman TOM DAVIS. In response to your question right now

about the hiring practices over there.
Mr. BOWEN. In February, we issued our first report on human

capital management and did identify in that report the fact that
there were allegations of political elements in decisionmaking on
hiring.

Mr. VAN HOLLEN. Thank you. I understand and I appreciate
that. It seems to me we should get the people who were directly
involved, Mr. Chairman. That is what I am saying.

Let me go on. I have some questions with respect to particular
contracting, because I do think that in order to protect the tax-
payers’ money and try to get at the bottom of some of these con-
tracting problems, we do need exactly the oversight that we have
all talked about.

There is a contract that this committee, in fact the subcommittee
that Mr. Shays chairs, has been pursuing with respect to one of the
Army’s LOGCAP contracts. So Ms. Ballard, I have a couple of ques-
tions for you, because back on June 13th of this year in that sub-
committee, I asked about a news report about a contractor called
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Blackwater USA, which was one of the fourth-tier contractors
under Halliburton’s umbrella contract of $16 billion. They were a
logistic support contract. We have a copy on the screen. It is not
that visible, but essentially what it does is, and I hope you have
a copy in front of you.

It shows that the individual employees that were hired by
Blackwater were being paid $600 a day. Blackwater was then
charging $815 a day. Then you go right up through the different
subs and get up to Halliburton. As Mr. McHugh was pointing out
earlier, one of the things about a cost-plus contract is there is abso-
lutely no disincentive to the person at the top of the food chain or
anywhere else to charge a reasonable price because they get re-
warded on a percentage basis on the overall amount.

In any event, this is a list. We had a hearing to try and figure
out exactly what this contract was costing the taxpayers. And so
we wrote to the Secretary of the Army and we asked a question
with respect to these contracts. The response we got back was in
a letter dated July 14, 2006. I just want to read the third para-
graph, because it has created a real mystery for the subcommittee.
That paragraph says, under the provisions of the LOGCAP con-
tract, the U.S. military provides all armed force protection for KBR
unless otherwise directed.

Additionally, the LOGCAP contract states that KBR personnel
cannot carry weapons without the explicit approval of the theater
commander. And then there is this sentence, ‘‘To date, KBR has
not pursued any requests under the LOGCAP contract for person-
nel to carry weapons, nor has the theater commander directed or
authorized KBR or any LOGCAP subcontractor to carry weapons.’’
KBR has stated they have no knowledge of any subcontractor uti-
lizing private armed security under the LOGCAP contract. Do you
see that here?

Well, if this letter is correct, from the Army, it suggests that this
whole subcontract for private security personnel was never author-
ized. Is that right?

Ms. BALLARD. Congressman, the information stated in Secretary
Harvey’s letter is accurate. I can’t comment at this time on this
document that you have given me, but I would be happy to take
it back for the record. I checked before I came over to testify, and
in fact exactly what is quoted in Harvey’s letter is the information
that I validated before this morning.

Mr. VAN HOLLEN. Alright.
Chairman TOM DAVIS. And that question will be in the record.
Mr. VAN HOLLEN. Thank you, Mr. Chairman. If I could also put

those documents in the record?
[The information referred to follows:]
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Chairman TOM DAVIS. Without objection.
Mr. VAN HOLLEN. Along with a contract that we found in the

course of this investigation, with Blackwater, between Blackwater
and Regency, that specifically outlines the conditions for hiring pri-
vate security personnel. In fact, it says there are 34 vetted U.S. ex-
pat professional security personnel will form the core of the secu-
rity organization that will support ESS operations.

So this raises a lot of questions, because if you look back at the
contract, it specifically mentions that ESS is one of the subs to Kel-
logg, Brown and Root, and Halliburton. So on the one hand, we are
doing an investigation to figure out what these private security
contractors were costing the taxpayer, because it seemed to be lots
of exorbitant costs.

In the process, according to the letter we received from the Army,
we learned that in fact the Army never authorized Halliburton or
any subcontractors from hiring private security. Is that right?

Ms. BALLARD. As I said, Congressman, the information stated in
Secretary Harvey’s letter is correct. I did verify that, in fact, again
this morning before I came over to the Hill. But I will pursue an-
swers to your questions.

Mr. VAN HOLLEN. Just in closing, Mr. Chairman, I just have two
questions to leave with you. No. 1, was it authorized? And No. 2,
did Halliburton get paid? Did the American taxpayer pay Halli-
burton for those private security services through that food chain
on what is now said to be an unauthorized contract?

Thank you, Mr. Chairman.
Chairman TOM DAVIS. Thank you.
For more questions, we will go directly to Mr. Shays.
Mr. SHAYS. Thank you very much, Mr. Chairman, for holding

this hearing. This is obviously not the first hearing you have held
on Halliburton and others. This is generated by the Comptroller
General who basically said Halliburton may be the catch-phrase,
but there are a lot of other businesses that we should be looking
into if we don’t want to be political. So now we have a great oppor-
tunity.

I want to ask you, Ambassador Satterfield, first I want to say
ditto to what my colleague said about your service and your candid-
ness whenever we have interacted. I thank you for that.

I would like to know, you came in in 2004. When in 2004 did you
come in?

Mr. SATTERFIELD. Mr. Chairman, I came in May 2005.
Mr. SHAYS. May 2005. OK. So a lot of this is looking back for

you. You weren’t there when it was happening. But when did the
United States begin to have a sense that we were building Rolexes
instead of Timexes, and maybe Timex was what they needed? In
other words, we had some really big projects and yet there was a
recognition that maybe we should have done smaller projects and
just gotten a lot more done, and utilized Iraqis to do it instead of
foreigners. When did that start to become evident to folks in Iraq?

Mr. SATTERFIELD. I can speak to the experience with which I am
familiar, but I think it is generically the answer to your question.
During the summer of 2005, particularly the period from June to
August, we essentially worked, the military, General Casey, new
Ambassador Khalilzad, and our respective teams, on examining all
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aspects of the U.S. presence, mission, strategic goals, lines of oper-
ation, and action to achieve those goals, benchmarks, monitoring
mechanisms to see how progress was being made, with an eye to
exactly the sorts of issues that have been discussed today, not just
on the development and project execution side, but also on the
broader issues of political and security goals in the country.

As I outlined a moment ago to you, that was the approach we
took. What was the strategic plan? What were the lines of oper-
ation and action needed to get there? What was the feasibility of
those lines of operation and action based on realities as we saw
them and could best assess them in Iraq? What were the bench-
marks that you needed to put in place on all of these goals, on all
the lines of operation? And what kind of monitoring mechanisms
did you set up to ensure that the benchmarks were or were not
being made? And if they weren’t, what change in direction was nec-
essary? Could you still achieve the same set of strategic goals?

That was a fundamental revamping of the way we did business
in Iraq as a collective military-civilian mission. And the work was
assisted very much in the ongoing flow of reporting, recommenda-
tions, assessments coming from the various oversight entities work-
ing in Iraq.

Mr. SHAYS. So did that mean that ended up stopping certain
projects from continuing because there was an assessment that
they just weren’t meeting the objectives?

Mr. SATTERFIELD. It very much meant a review of contracting
procedures, execution and projects.

Mr. SHAYS. I have a particular bias because having been there
14 times, the most memorable trips were when I stayed with Mercy
Corps and stayed with children. These were non-government orga-
nizations that were given small dollars and they were then re-
quested to help build schools and to do programs. What they did
is, Save and Mercy Corps and others, they hired Iraqis to be within
their own offices. And then these Iraqis hired Iraqis to do the job.

My understanding was, and I would like to know, Mr. Bowen, if
you have reviewed that, that a lot of these projects got built and
a lot of them are still standing.

Mr. BOWEN. You are right, Congressman Shays, there were other
contracting approaches that succeeded, separate and apart from
the design-build phase. General Corelli told me last week that
there are six PHCs open and operating and they were built with
CERP funds. He approved those allocations and, according to him
as he represented, they are working.

So in our contracting lessons-learned report, the second rec-
ommendation in there is to find ways to institutionalize and carry
forward alternate, more targeted contracting approaches, and in-
deed that has been the emphasis of the last year under Ambas-
sador Khalilzad.

Mr. SHAYS. Thank you.
Mr. Bever, I saw you nodding your head. What is your sense

about the choice of projects and whether we build them? Just
weigh in on this. My time is ending, so just weigh in on how you
would respond to the questions that I asked the others.

Mr. BEVER. Those particular projects you mentioned are under
the Community Action Program, U.S. PVO’s, fully audited, fully de-
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pendable, who then sub-grant to all kinds of community organiza-
tions that in themselves also are subject to audit. We have had
very, very good performance on those, with very low security costs,
sir.

Mr. SHAYS. Mr. Chairman, I would like to just say to the Mem-
bers of Congress, we reinstituted dollars, but not a lot, for this pro-
gram. It has been one of the best. Projects have been built through-
out Iraq. They are still standing. The Iraqis respect them. They
built them themselves. It would be nice to see more of this activity
being carried out.

I just want to ditto Mr. Lantos’s comments about General
Petraeus. He got it early on, but unfortunately there are people
that replaced him who didn’t.

Chairman TOM DAVIS. Thank you, Mr. Shays.
Mr. Kucinich.
Mr. KUCINICH. Thank you, Mr. Chairman.
Mr. Bowen, we have come a long way in this Congress from the

days of $600 toilet seats. Now we have a $75 million building
project that has been turned into a toilet. Are you going to have
to tear those buildings down?

Mr. BOWEN. No, they are being refurbished as we speak. As I
said, effective oversight has moved resources to remediate the prob-
lems at the Baghdad Police College.

Mr. KUCINICH. In the recommendations, you say you are going to
perform a critical technical study of the structural integrity and
load-carrying capacity. How can you say, if this report was just
issued, that you are not going to have to rebuild those buildings?

Mr. BOWEN. Well, as I said earlier, the half-finished laundry will
be torn down. The building next to it will be torn down. The assess-
ment is critical, and I emphasized that to the Deputy Commander
of the Gulf Region Division of the Corps of Engineers when I met
with him a week ago. But from what my engineers tell me in re-
viewing that, while there will be a couple of buildings that will
need to be torn down, the rest will require significant work to bring
them to standard.

Mr. KUCINICH. Thank you. I have been looking at the statistics
after listening to Mr. Lantos, and 32 percent of 14,121 school build-
ings rehabilitated or refurbished. Have all those been inspected to
the degree that this has been inspected?

Mr. BOWEN. No.
Mr. KUCINICH. Note that, Mr. Chairman.
Four percent of 141 buildings with respect to health clinics have

been completed; a $50 million hospital project ends up costing $170
million at least. When I am looking at these statistics, OK, this is
the big leagues, right? It doesn’t get any bigger than this. This is
the big leagues. And when you look at these statistics, 32 percent
of 114,121 school buildings rehabilitated or refurbished, and you
say they haven’t been inspected; 4 percent of 141 health clinics.
This is the big leagues. The worst team in the big leagues has a
373 percentage. OK? This performance is not major league. It is
bush league. And we have put the taxpayers’ dollars at risk, and
we have been given a measure of performance here that I think
needs a little bit more explanation.
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Now, Mr. Bowen, you had said in your testimony that your in-
spectors reported on projects that represent more than $308 million
in contract value. Of this total, almost $250 million or 80 percent
have met contract specifications. Now, you go on to concede these
figures are not statistically significant, but let’s put them into con-
text of $30 billion in U.S. contracts; $20 billion in Iraqi funds. So
you have a total of $50 billion in contracts, and $250 million of that
has been reviewed and basically passed on. That is one-half of 1
percent. That is where we are, sports fans, major leaguers.

I want to raise another question here. Mr. Bowen, do you know
where the infamous missing $9 billion in Iraqi funds has gone, for
reconstruction?

Mr. BOWEN. Yes, sir. You are referring to my audit of January
30, 2005.

Mr. KUCINICH. I am just asking if you are looking for this $9 bil-
lion.

Mr. BOWEN. We are working with the Board of Supreme Audit
to track the use of the DFI.

Mr. KUCINICH. ‘‘DFI,’’ what do you mean?
Mr. BOWEN. Development Fund for Iraq, which is what that $9

billion was. That was not taxpayer dollars.
Mr. KUCINICH. No, but I want everyone to know for the record,

that wasn’t taxpayers’ money. That was Iraqi money. OK, you
made the point. Are you finding it?

Mr. BOWEN. I made the point that it was not taxpayers’ dollars
and it is Iraqi money, and that is why we are working with Dr.
Abelo.

Mr. KUCINICH. Would you agree to a congressional request to see
the Coalition Provisional Authority documents to determine what
happened to the missing $9 billion?

Mr. BOWEN. Yes.
Mr. KUCINICH. Thank you.
Chairman TOM DAVIS. Thank you very much.
Who was next? Mr. Clay.
Mr. CLAY. Thank you, Mr. Chairman.
I thank the panel for being here. Let me start with Ms. Schinasi.

I know for certain that mismanaged funds, your report on the un-
cover could go a long way in helping to rebuild New Orleans, or for
that matter helping us in St. Louis, which I represent. I am espe-
cially disgusted because our domestic priorities are being ignored
and States are struggling with budget cuts as this administration
continues to allow billions of taxpayer dollars to be wasted year
after year in Iraq.

Tell me, there has been over $50 billion in taxpayer money spent
toward rebuilding Iraq with little to show for the money. According
to your report, Pentagon auditors have challenged $3.5 billion in
questionable charges from contractors. It is obvious that no one has
been held accountable for wasting taxpayer dollars. What is the po-
tential for criminal charges against individuals or corporations who
have mismanaged these dollars? Has any of this information been
turned over to the U.S. Attorney or Special Prosecutor?

Ms. SCHINASI. Congressman Clay, we have not seen evidence
that we would believe needs to be turned over, and that is a ques-
tion that we do——
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Mr. CLAY. You don’t think it needs to be turned over?
Ms. SCHINASI. We do turn over information to the Justice De-

partment when we find it.
Mr. CLAY. You don’t see anything criminal about ripping off tax-

payers?
Ms. SCHINASI. We have not seen anything——
Mr. CLAY. You don’t see that happening? Let me go to Mr. Tyler.

Mr. Tyler, let me ask you.
Chairman TOM DAVIS. I think she answered that.
Mr. CLAY. Mr. Tyler, I am sorry. Mr. Tyler.
No, she didn’t answer that.
Chairman TOM DAVIS. She said they didn’t refer it.
Mr. CLAY. Fine, Mr. Chairman. Let me do my time, OK?
In March 2004, Parsons received a $500 million contract to re-

build hospitals, health clinics and buildings. After 2 years and
wasting $186 million taxpayer dollars, they were found to be a poor
contractor. Another Parsons contract for $99 million was termi-
nated after 2 years for failure to complete prisons. Were any of
these funds recouped or has the Inspector General found that the
poor contractor performance delayed completion of the project and
escalated costs?

Mr. TYLER. Sir, those contracts were managed. They were
worked with Parsons. It has already been documented that there
has been terminations I believe on all of those. And we are working
to close the contracts out with Parsons, while we are working to
finish the work through other contractual means.

Mr. CLAY. Have they been put on a list as a poor contractor, or
not used again? Are you going to continue to use them? Maybe Ms.
Ballard can answer?

Ms. BALLARD. Mr. Congressman, a contractor’s past performance
is in fact kept record of in the department, and it is used as an
evaluation criteria in future acquisitions. Contractors’ past per-
formance is kept record of in the department and it is used as a
basis for evaluation in future acquisitions.

Mr. CLAY. Let me ask Ambassador Satterfield, GAO reported
that Halliburton contracts total $1.4 billion of the $3.5 billion in
question in unsupported costs in Iraq contracts. It is unfortunate
that a Halliburton representative is not present to answer my
question. They have been proven to abuse taxpayer dollars again
and again. Why does Halliburton continue to be granted Govern-
ment contracts when they have been proven to be wasteful with
taxpayer dollars?

Mr. SATTERFIELD. Congressman, we take very seriously the re-
ports to which you refer. That is why we have supported the work
of the GAO, of the Special Inspector, and the other auditing and
accounting agencies and entities working in Iraq today.

Mr. CLAY. Have they been put on a poor contractor list? I mean,
has anyone decided that these are the people that we need to pro-
tect our U.S. taxpayer dollars from?

Mr. SATTERFIELD. I am not aware of any such decision.
Mr. CLAY. Also, I ask you, Ambassador, the Washington Post re-

cently revealed the administration’s system of hiring, which you
have heard already. A Frederick Smith, for example, was the Dep-
uty Director of CPA. Do you know a Frederick Smith?
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Mr. SATTERFIELD. No, Congressman, I do not.
Mr. CLAY. Well, he went on the record and explained that the

key criterion for hiring people to serve in Iraq was that they had
the right political credentials; that they probably worked in the
Florida recount in 2000. Does anyone have any reason to believe
that he is not telling the truth? Do you have a reason to believe
he is not telling the truth?

Mr. SATTERFIELD. Congressman, I simply can’t comment on those
reports.

Mr. CLAY. Is he telling the truth?
Mr. SATTERFIELD. Congressman, I have no personal knowledge of

these allegations. I can’t comment on them.
Mr. CLAY. I thank you.
Thank you, Mr. Chairman.
Chairman TOM DAVIS. Thank you.
Ms. Watson.
Ms. WATSON. I think that the expenditures of funds for recon-

struction in Iraq are the best example we send to this country, to
the taxpayers, and to the world of waste, fraud and abuse. We have
been in Iraq for 3 years. We are trying to rebuild it. And I am look-
ing at Parsons, I am looking at Halliburton. They have been paid
off. They cut-and-run indeed, and they get paid cost-plus. Why has
it taken us 3 years, and maybe we are to blame, Mr. Chairman,
for not having oversight.

I was an ambassador. We had to report by cable to the Depart-
ment of State almost on a daily basis. Our watch, if this kind of
abuse occurred, we would have been out of there. I cannot under-
stand the professionals sitting in front of us not giving us an out-
line on how we are going to correct it now. I find your answers to
be really considering us as of low intelligence.

I am just going to say it. I am so frustrated sitting here, because
the costs of this war is almost $400 taxpayer dollars, and we keep
giving contracts out to people who cannot do the job. I think that
if you can’t tell me who has lost a job, who has been demoted, who
had to step down for faulty planning, then you ought to step down.

I just want to say that our contracts and our reconstruction plans
are opaque and with these no-bid and cost-plus contracts, we are
ripping the people of Iraq, who we are trying to model a democratic
government, and the taxpayers of the United States.

So I want some brave soul in the group to tell me what has been
done constructively and what U.S. Government policies and proce-
dures have been changed so that the chaos that has happened in
Iraqi contracts will not happen again, and what Government offi-
cials, as I said before, have lost their jobs or been charged with
crimes or malfeasance in regard to Iraqi contracting. Is there a
brave soul among you that would like to respond?

Mr. BOWEN. Yes, ma’am. My office has 25 cases right now at the
Department of Justice regarding wrongdoing. Five convictions have
been attained from our investigations, four of them will be sen-
tenced over the next few months. So I have 10 investigators in Iraq
now pursuing 90 other cases.

And so yes, oversight is at work in Iraq, in Baghdad and across
the country. I have 10 inspectors who virtually every week travel
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outside the Green Zone and bring back reports like this, like the
Baghdad Police College. And so yes, oversight is there.

Ms. WATSON. Let me interrupt you for a minute. Would you send
your response to Congresswoman Diane Watson, 125 Cannon, as
soon as we finish this hearing? I would appreciate that in writing.
Be sure there is a date on it and that you sign it.

Mr. BOWEN. Yes, ma’am.
Ms. WATSON. Because I am going to hold it up.
I thank the Chair for having this hearing. We have to do more

of it, because I have to go back to my district in Los Angeles and
explain to them why we are spending the taxpayers’ money the
way we are as it relates to reconstruction. So I can hold your docu-
ment up that we are catching the wrongdoers.

Thank you so much for having the courage to respond to me.
Mr. BOWEN. I will get you that answer today.
Ms. WATSON. Thank you.
Chairman TOM DAVIS. Make it available to the committee, too.

I think we would all like to have it. Thank you very much.
The gentleman from Maryland?
Mr. CUMMINGS. Thank you very much, Mr. Chairman.
Ms. Schinasi, I want to thank you for being here. GAO issued a

report on Monday regarding contracts in Iraq. Although we don’t
have a Pentagon auditor here today, we do have your report which
is based on auditors’ findings. I would just like to ask you a few
questions.

First, the GAO found that the Pentagon auditors have now iden-
tified some $3.5 billion in questioned and unsupported costs under
Iraq contracts. Is that right?

Ms SCHINASI. Yes, that is correct.
Mr. CUMMINGS. That is a stunning figure, and that is a much

bigger figure than we have ever heard publicly. And your report
discusses two types of charges. First, the auditors identified $2.1
billion in questioned costs. Is that right?

Ms. SCHINASI. Yes, that is correct.
Mr. CUMMINGS. The manual by the Pentagon auditors states that

questioned costs are unreasonable costs in amount and exceed that
which would be incurred by a prudent person. They recommend
that these charges not be paid to the contractor. Is that right?

Ms. SCHINASI. Yes, sir.
Mr. CUMMINGS. Second, the auditors identify $1.4 billion in un-

supported charges for which the contractor has not provided ade-
quate documentation. Is that correct?

Ms. SCHINASI. Yes, sir.
Mr. CUMMINGS. Now, it seems, however, that the Pentagon isn’t

following the advice of its own auditors. Traditionally, the Penta-
gon upholds a majority of auditor findings and does not pay most
questioned costs. Normally, the Pentagon refuses to pay contractors
between 55 percent and 75 percent of the costs identified by audi-
tors as questioned. They call this their sustention rate. Is that cor-
rect?

Ms. SCHINASI. Yes.
Mr. CUMMINGS. In your report, you identified some $386 million

withheld from contractors in response to auditor recommendations.
Is that correct?
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Ms. SCHINASI. Yes, it is.
Mr. CUMMINGS. That was out of $1.4 billion. Is that correct?
Ms. SCHINASI. Yes, sir.
Mr. CUMMINGS. Now, that means that the Pentagon followed its

auditors’ recommendations only 27.5 percent of the time, or half
the normal rate. Is that correct?

Ms. SCHINASI. Yes.
Mr. CUMMINGS. And why is that?
Ms. SCHINASI. One of the reasons that we identify in the report

is this issue of beginning work before we agree with the contract
on what they are going to do and how much we are going to pay
them. And so what we found was that the contracting officers to
whom the auditors report believe that they did not have the flexi-
bility to get back costs that already had been incurred by the con-
tractor.

Mr. CUMMINGS. Have we done anything to correct that situation?
Or is there anything that can be done?

Ms. SCHINASI. As far as I am aware, as long as we have the
undefinitized contract issue that we have, unless we give those con-
tracting officers different directions than they appear to have been
given, we will continue to see the same kinds of sustention rates.

Mr. CUMMINGS. Now, I won’t ask you to comment on the causes
behind this, but if my math is correct, $386 million was withheld
out of $1.4 billion in charges identified by the Pentagon auditors
as questioned. You are doing additional work on this issue, I un-
derstand, for the committee. Is that right?

Ms. SCHINASI. Yes, sir, for the chairman and the ranking mem-
ber.

Mr. CUMMINGS. OK. And will you be able to break out for us the
biggest contracts and tell us how much the auditors questioned,
how much they identified as unsupported, and how much was actu-
ally withheld from contractors? Will that be a part of your report?

Ms. SCHINASI. We believe we will be able to do that.
Mr. CUMMINGS. Now, Ms. Ballard, let me turn to you for a mo-

ment. As I said, the Pentagon historically has followed its auditors’
recommendations between 55 percent and 75 percent of the time,
but now GAO says that you are following those recommendations
only 27 percent of the time. Is that right?

Ms. SCHINASI. That is what the report says.
Mr. CUMMINGS. I can’t hear you. I am sorry.
Ms. SCHINASI. That is what the report says, yes, sir.
Mr. CUMMINGS. OK. Do you agree with it or don’t you?
Ms. SCHINASI. Our policy is that the contracting officers are re-

sponsible for investigating the questioned costs raised by DCAA. In
that process, they are supposed to either determine if those costs
are allowable and allocable and reasonable, or they are supposed
to disallow those costs. That is the policy that we have.

Mr. CUMMINGS. Well, in May 2005, the committee received a
briefing from the Pentagon auditors. We were told at that time
that under the LOGCAP contract, the largest contract in Iraq, they
had identified $813 million in questioned costs and $382 million in
unsupported costs. Can you tell us today what the current figures
are under the LOGCAP contract? And how much in questioned and
unsupported costs have now been awarded to the contractor?
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Ms. SCHINASI. I can tell you that today we have $468 million——
Mr. CUMMINGS. I am sorry, Mr. Chairman, I can’t hear.
Ms. SCHINASI. We have $468 million in questioned costs today.
Mr. CUMMINGS. And what is happening with regard to that?
Ms. SCHINASI. We are working to determine if those costs should

be recognized or disallowed.
Ms. SCHINASI. When costs are disallowed, I mean, I notice that

like in Maryland, there is something called debarment. In other
words, you can’t contract anymore, and there are small contractors
that are looking at this, looking at us on C–SPAN right now and
they are listening to all these billions of dollars, and figuring out
where they are going, and they are being debarred for small num-
bers compared to this. I was wondering, do we have such a mecha-
nism in regard to this?

Ms. SCHINASI. The regulation does specify the circumstances
under which we debar contractors. Usually that occurs when there
is a criminal act on the part of the contractor and we comply with
the regulatory guidance in following the process to determine if a
contractor should be debarred.

Mr. CUMMINGS. Have we debarred anybody with regard to Iraq?
Ms. SCHINASI. Not to my knowledge.
[The prepared statement of Hon. Elijah E. Cummings follows:]
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Chairman TOM DAVIS. OK. The gentleman’s time has expired.
Let me just take a couple more minutes on each side. Let me just

ask Mrs. Schinasi, the way this works is the DCAA would come up
and question costs, right, in their report?

Ms. SCHINASI. Yes.
Chairman TOM DAVIS. And that doesn’t mean they are not allow-

able. That really starts the conversation whether it is allowable?
Ms. SCHINASI. Yes, that is correct.
Chairman TOM DAVIS. And then a settlement is reached. Is that

correct?
Ms. SCHINASI. Yes, that is correct.
Chairman TOM DAVIS. So a DCAA questioning the cost doesn’t

per se mean that they are now allowable. They look at documenta-
tion and oftentimes the contractor will come back and have to ei-
ther further document or explain what happens. Is that correct?

Ms. SCHINASI. Yes, that is correct.
Chairman TOM DAVIS. And we have asked you, have we not, to

take a look at once this is done, and DCAA has questioned costs,
and the contractors come in, and it is settled, we have asked you
to come back and look at those settlements at the GAO and see if
these settlements are within the ambit of what should be proper.
Is that correct?

Ms. SCHINASI. Yes, and we are just starting that work now.
Chairman TOM DAVIS. I just wanted to make that clear because

questioning the cost doesn’t equal unallowability or mean that any-
thing is necessarily wrong. In fact, I did this for 20 years pre-
viously. Many times, it is DCAA’s job to question these things, but
many times the contractor comes back and can show for good cause
that it is not necessarily unallowable and that it was in fact proper.
Sometimes they don’t, but we have asked you to look at those set-
tlements so the committee can then get further details in terms of
how these are carried out and that there is no favoritism and try
to answer those questions.

Mr. Van Hollen, I can give you a couple of minutes to followup.
Thanks.

Mr. VAN HOLLEN. Thank you. Just a couple of things.
First, I was asking some questions earlier, Mr. Shays, about the

subcommittee hearing we had a while ago where we went over
some of the contracts, the Halliburton contracts. At that time, you
may recall that we asked for, we were thinking about getting a
subpoena, but instead you gave them 2 weeks to respond. We
haven’t, for the record, heard anything back from any of the folks
either with respect to the documents on these cases.

Mr. SHAYS [presiding]. Let me do this. Let me research after the
vote and tell you what we responded because I think the gentleman
is primarily right, but let me fill in the details.

Mr. VAN HOLLEN. OK. I have the transcript from the hearing
here, so I think we need to followup.

Mr. SHAYS. Yes, we will followup.
Mr. VAN HOLLEN. If I could just ask a question of any of the

panel. This is a followup on the questions of political cronyism and
to what extent they infected our efforts and the choice of people
that we sent over for the reconstruction period. In the Washington
Post story, they talked about a specific issue dealing with the pub-
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lic health where they removed somebody and replaced him with a
political appointee, essentially, named James Haveman. Mr.
Haveman, according to the story, decided it was important to slash
the list of drugs the Iraqi doctors could prescribe. In fact, a Navy
pharmacist was brought in to come up with a new list, according
to the story, and this Lieutenant Commander found that the exist-
ing list, ‘‘really wasn’t that bad.’’ And he told the Washington Post
that Mr. Haveman and his advisors, ‘‘really didn’t know what they
were doing.’’

Are any of you personally familiar with this particular case and
could you comment on why this person was brought in? With
USAID, Mr. Bever, was this someone who was brought in under
UsAID contract?

Mr. BEVER. Absolutely not, sir.
Mr. VAN HOLLEN. The person who had been there was with

USAID.
Mr. BEVER. Absolutely, yes, sir.
Mr. VAN HOLLEN. And for the record, the person who you had

as your expert was removed. Is that correct?
Mr. BEVER. Absolutely, yes. He was highly qualified, with a mas-

ter’s in public health and a highly experienced health officer, sir,
in conflict situations.

Mr. VAN HOLLEN. I’m sorry?
Mr. BEVER. In conflict situations.
Mr. VAN HOLLEN. Yes, and the highly experienced person was re-

moved in favor of a political appointee. Is that right?
Mr. BEVER. I can’t comment on that. I don’t know the details of

that, but we can get an answer for you. We will try.
Mr. VAN HOLLEN. If you could please provide the details about

how the decision was made to remove the expert with long experi-
ence under conflict situations, and replace him with someone with
no experience in this kind of situation.

Mr. SHAYS. And you do agree that the person who came in did
not have experience?

Mr. BEVER. I would have to research this more fully. I am gen-
erally aware of the press reports, but I have not seen the details
and we want to make sure we have an accurate administration an-
swer for you on this.

Mr. VAN HOLLEN. Thank you very much, Mr. Bever.
Mr. SHAYS. Thank you.
Mr. Bowen, I just want to make sure the record is clear. What-

ever the record is, but when I constantly hear the reference to $9
billion missing, I am curious as to why you don’t, or maybe you
didn’t feel you had the time, to share with us whether it is $9 bil-
lion missing, or whether it is an issue of billions missing, not $9
billion. My recollection is that dollars were given, say, to Generals
to pay troops. They don’t have a checking system, so dollars are
given. Then the General gets those dollars and supposedly gives
them to his troops.

But the real issue is that we don’t have a paper trail of that $9
billion. Is that right?

Mr. BOWEN. That is right. I didn’t get a chance to finish the
point on this, but we have discussed it at previous hearings that
you chaired. The core issue is that there was a lack of sufficient
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controls to track how the money that was transferred from the
CPA to that fledgling government of Iraq with ministries barely
standing back up, and how they used that money. KPMG did au-
dits on the Iraqi side. We just looked at what the U.S. controls
were and they were inadequate.

Mr. SHAYS. The U.S. controls were?
Mr. BOWEN. Yes.
Mr. SHAYS. So we can’t be certain of how much of the $9 billion

that we had control of originally actually got to the Iraqis?
Mr. BOWEN. We know it got to the Iraqis, but we don’t know how

it was used.
Mr. SHAYS. But do we know, do we have a paper trail that says

we gave certain dollars to certain Government officials.
Mr. BOWEN. Yes, we do.
Mr. SHAYS. Mr. Satterfield, you can answer, too, yes.
So the issue is, once it got into Iraqi hands, what happened to

the $9 billion?
Mr. BOWEN. Right. Under UNSCA 1446, CPA was the de jure

government of Iraq and had stewardship responsibilities, fiduciary
I would venture to say, over the development fund for Iraq. There-
fore, my criticism was fairly narrow. What was in place with re-
spect to the transparency requirement was not sufficient to ensure
full transparency.

Mr. SHAYS. So the bottom line is, though, this was dollars that
we ultimately had a responsibility for because we were ‘‘the occupy-
ing Nation.’’ They had the $9 billion to spend on their own, and the
challenge is there is no paper trail to know how the Iraqis spent
their own $9 billion. Is that correct?

Mr. BOWEN. That is correct. And the key point that I continually
make whenever this issue comes up is that we did not say it was
lost, stolen, or misappropriated. The finding in the audit was that
there were insufficient controls to account for its use and the anec-
dotal investigation that we did on the Iraqi side of the ledger
raised concerns.

Mr. SHAYS. I mean, huge concerns.
Mr. BOWEN. They were significant concerns, and indeed the cor-

ruption issue that Mr. Gutknecht addressed on the Iraqi side of the
ledger is, while we don’t draw the line, may be related to the fact
that there was a very large sum of cash, all of it cash, transferred
to fledgling ministries in 2003 and 2004.

Mr. SHAYS. Do the Iraqis have a checking account system now?
Mr. BOWEN. They do not have electronic funds transfer, and that

continues to burden the management of money in Iraq.
Mr. SHAYS. Oh, it has to.
Is there any comment that any of you would like to make before

we get to the next panel? Any other comments?
Let me thank you all for your service. I appreciate your being

here today.
We stand at recess until the next panel.
Did you want to say something?
Mr. BOWEN. No. Thank you, Mr. Chairman.
Mr. SHAYS. Thank you.
[Recess.]
Chairman TOM DAVIS [presiding].
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If we can get the witnesses in. Thank you for bearing with us.
We have Mr. Earnest O. Robbins II, senior vice president of Par-
sons, I guess you drew the short straw today, and Cliff Mumm, the
president of Bechtel Infrastructure Corp. Thank you for being with
us.

It is our policy we swear you in. You just raise your right hand.
[Witnesses sworn.]
Chairman TOM DAVIS. Thank you very much.
Mr. Robbins, you can go first. I think you know the rules. We

just appreciate your patience with us as we move through. Thank
you.

STATEMENTS OF EARNEST O. ROBBINS II, SENIOR VICE
PRESIDENT AND MANAGER, INTERNATIONAL DIVISION,
PARSONS INFRASTRUCTURE AND TECHNOLOGY GROUP;
AND CLIFF MUMM, PRESIDENT, BECHTEL INFRASTRUCTURE
CORP.

STATEMENT OF EARNEST O. ROBBINS II

Mr. ROBBINS. Good afternoon, Mr. Chairman, members of the
committee. I am Earnie Robbins, senior vice president of Parsons
Infrastructure and Technology Group. I joined Parsons 3 years ago,
and I serve as the manager of our Infrastructure and Technology
Group’s International Division. Management of Parsons’ Iraq re-
construction projects fall under my division.

As you may be aware, the Coalition Provisional Authority di-
vided the Iraqi reconstruction effort into six sectors. Parsons sub-
mitted proposals for several of those sectors, and in early 2004 was
awarded design-build prime contracts in two of the six: security
and justice, or S&J; and buildings, education and health [BEH].

Parsons understood there would be risk involved with these con-
tracts, but many of the challenges could not have been foreseen.
Before I explain the challenges and lessons that we have learned,
let me first identify for you a few things that went right. I will
focus on projects completed, our safety record, and our capacity-
building contributions to the U.S. Government’s reconstruction ef-
forts.

We repaired or rebuilt several large Iraqi ministry facilities and
judicial facilities. We repaired and improved 12 hospitals, con-
structed 119 border forts in far-flung, remote, often to the point of
inaccessible locations. We built five border points of entry, con-
structed 54 fire stations, and even the public health clinic program,
hospital renovations, prisons and the Baghdad Police Academy
were on their way to having additional successes before the govern-
ment issued termination notices.

We are also proud that Parsons consistently achieved safety
metrics that exceed the average for companies performing similar
construction within the United States. In the process, we con-
stantly stressed the need for personal and collective safety on haz-
ardous constructionsites.

Parsons successfully trained, educated and employed thousands
of Iraqis. The Government required design-build prime contractors
to provide measurable contributions to capacity building within the
Iraqi private sector. This was defined as promoting the growth and
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modernization of the Iraqi engineering and construction sector.
Parsons aggressively met our responsibilities in this area from the
earliest stages of our arrival in Iraq. For every U.S. engineer or re-
lated professional we deployed to manage these contracts, we hired
approximately four Iraqi engineers, architects, planners, account-
ants, inspectors, schedulers and so forth.

At the high point of our presence in-country on these two con-
tracts alone, we had 140 expatriate employees and 600 Iraqis work-
ing side by side with us. Through hands-on and classroom-type
training, we introduced Iraqis to contemporary engineering and
management processes and techniques, including U.S. approaches
to project safety, quality control, contract administration, finance,
design procedures and standards.

As noted by the Corps of Engineers and other Government agen-
cies, the ability of some companies and individuals within the Iraqi
engineering and construction community to absorb and particularly
to apply Western ways of doing business proved to be problematic.
The concepts of competitive contracting, transparent business prac-
tices, detailed documentation regarding invoices, and even rudi-
mentary job-site safety were all alien to the majority of Iraqis we
worked with.

Add the issue of security due to the rising tide of terrorism and
sectarianism to the formula and the desired results became in-
creasingly difficult for anyone, either Parsons or the Government,
to attain. Despite our recognized achievements in capacity-building,
we encountered a shortage of capable Iraqi managers and skilled
craftsmen. This was particularly challenging given the sheer num-
ber of reconstruction projects simultaneously conducted as re-
quested by the Government.

This leads me to a discussion of the challenges we did face. There
were many unusual challenges, but I will mention three: sole defi-
nition of our contract scope; the impact of the deteriorating security
situation; and the turnover among key Government staff.

At the time of the contract award, the Government did not know
precise scope of work or even where it wanted many of the facilities
to be located, and thus neither party knew the exact site conditions
and could not accurately predict costs and schedules. Key factors
such as this are typically known, or at least better understood prior
to contract bid, award and execution. As mentioned by the GAO
member of the preceding panel, this disconnect between require-
ments and available funding was always obvious. In some cases, it
took up to 15 months for the Government to identify to Parsons
what was to be built, where it was to be constructed, and what
funding was available.

Again, I believe the GAO statement this morning summarized
the impact of this issue. The delay in definitizing task orders sig-
nificantly impacted both costs and schedule. A description of the
situation can be found in various of the Special Inspector General’s
reports, including report No. 2 dated July 2006, in which the fol-
lowing statement is made: ‘‘By law, undefinitized task orders must
be definitized within 180 days.’’ The PMO/PCO usually did not
meet this 180-day definitization deadline.
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Even when we thought the scope of a particular project was de-
finitized, we often continued to struggle with constant changes and
interpretations regarding our contractual requirements.

The next challenge was security. As the Special IG has noted in
previous reports, the presumption made by the Government and
accepted by Parsons was that the security situation would be per-
missive. That environment simply did not materialize.

One aspect of our contracts with the Government-established
measure of merit was hiring subcontractors. Iraqi construction
companies performed all of the actual construction work under our
management and supervision. We awarded over 1,700 subcontracts
to Iraqi firms and at the peak of construction we had over 11,000
Iraqis employed on security and justice and medical projects. Even
the day-to-day oversight of those Iraqi subcontractors was, as a re-
sult of cost and security concerns, conducted almost entirely by
Iraqis hired and trained by Parsons.

Our reliance on Iraqi construction firms, and even to some ex-
tent, our dependence on Iraqis to assist us in managing those sub-
contractors made us extremely vulnerable to adverse schedule and
cost impacts as the security situation deteriorated.

The third challenge I will address today was the well-docu-
mented and constant turnover of U.S. Government managers. This
resulted in an endless stream of changes in priorities, expectations,
direction and procedures. The results of these frequent changes are
discussed in several of the Inspector General’s reports. I would cat-
egorize them as counterproductive at best.

Finally, I want to address the inference made by some that Par-
sons walked away from the public healthcare clinics after complet-
ing only 20 of the 150 under contract. That is not accurate. The
Government terminated us, our task orders for convenience. At
that time, we had completed 20 of those PHCs with 35 additional
clinics between 75 percent and 100 percent complete, and an addi-
tional 66 between 50 percent and 75 percent constructed. Parsons
fully intended and wanted to complete those projects, but the Gov-
ernment apparently decided it could complete them faster and
cheaper by other means.

In summary, we are proud of the role Parsons has played in as-
sisting the U.S. Government and the Iraqi people in the reconstruc-
tion effort. The men and women who work for Parsons and for
many other contractors present in Iraq have endured the daily dan-
ger, family separation, and lack of personal comfort and conven-
ience that come with working in a combat zone, and they have for
the most part received little credit or appreciation for doing so.
When the final stories of the Iraq reconstruction are told, their ef-
forts will hopefully be more objectively recognized and appreciated.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Robbins follows:]
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Chairman TOM DAVIS. Thank you very much, Mr. Robbins.
Mr. Mumm.

STATEMENT OF CLIFF MUMM
Mr. MUMM. Good afternoon, Mr. Chairman and members, and

thank you for this opportunity to appear before this committee.
My name is Cliff Mumm. From April 2003 through December

2004, I was the chief of party of the USAID Iraq Reconstruction
Project. During that period, I lived in Iraq. I lived and slept in
Iraq. I maintain ongoing executive responsibility for the USAID-
Bechtel work in Iraq and I continue to travel back and forth to Iraq
frequently.

Bechtel won two competitive contracts from USAID to cover the
restoration of essential power, water, civil and telecommunications
infrastructure. It did not, neither of the contracts, included oil or
gas sectors. Under my direction, Bechtel delivered its first team to
the region within 3 days of winning the contract.

One of our first priorities, and in those days you could travel be-
cause the security situation was such that it allowed it, was to
crisscross the country and assess the state of Iraq’s infrastructure
so USAID and the U.S. Government could make a determination
of the highest priority needs.

In addition to war damage, our teams discovered that many criti-
cal facilities such as water treatment and power plants, had been
wrecked by years of neglect, looting, and ministry mismanagement.
Our assessment concluded that approximately $15 billion was
needed to bring that country up to some regional standard. Given
the country’s vast needs, no one expected that our contracts, which
totaled $2.3 billion, could complete the job. The work under those
contracts could and did, however, provide a platform upon which
the Iraqis could build and sustain themselves.

To help get the country back on its feet, we used Iraqi contrac-
tors every place we could. In fact, we awarded to Iraqi contractors
three-quarters of our work, and anyplace we didn’t award to Iraqi
contractors, such as power suppliers, we required in their contract
that they award to Iraqi contractors. At peak, our work employed
40,000 Iraqis across the country.

Among other accomplishments, we dredged and refurbished
Iraq’s only deepwater port of Umm Qasr, which hadn’t been opened
since the Iran-Iraq War. We restored the bulk of Iraq’s water treat-
ment and sewage treatment capacity, which is capable of serving
millions of people. Our work in the power sector increased capacity
by more than 1,200 megawatts.

Hundreds of thousands of Iraqi children were able to attend
classes in 2003 in more than 1,200 schools we refurbished. We re-
paired three major bridges for humanitarian and commercial traf-
fic, and we also restored the national telecommunications grid.

One of our most important contributions was in institutional
strengthening. More than 600,000 hours of training programs were
provided by Bechtel, which improved Iraqi skills in plant oper-
ations, in plant safety, construction management, and information
technology.

The security environment we encountered in Iraq was profoundly
difficult. Armed insurgents stop at nothing to sabotage major infra-
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structures. Key Iraqi operating staff are often forced to abandon
their posts in the face of murder and kidnaping. And power genera-
tion is often stranded when fuel pipelines are blown up or trans-
mission lines cut.

In the case of the Basrah Children’s Hospital, escalating violence
frequently made work impossible. In May 2006 alone, 85 people
were murdered in Basrah, including nine British soldiers. Iraq’s
Prime Minister declared a state of emergency in the city and that
state continues to today.

In the face of all of this, our team still managed to complete the
essential civil and structural work for the hospital, leaving it in the
good condition that it is today for future consideration.

We are proud of the work we did in Iraq on behalf of the Amer-
ican and the Iraqi people. We are also proud of our own people, in-
cluding the over 600 professional Iraqi colleagues. USAID has at-
tested that Bechtel performed exceptionally well under extremely
difficult circumstances.

I am honored to share my experience with you this morning, and
look forward to questions.

Thank you.
[The prepared statement of Mr. Mumm follows:]
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Chairman TOM DAVIS. Thank you both very much.
I am going to start Mr. Robbins off. I will start with you on the

Academy. Your firm had the contract for construction of the Bagh-
dad Police College. Of course, when we asked you here, this wasn’t
even on the agenda, but the report got, so I have to ask you. It was
the subject of today’s Special Inspector General’s Report.

I understand that much of the work in question was actually per-
formed by a subcontractor, but your firm had the overall respon-
sibility for the project. What is the explanation?

Mr. ROBBINS. Mr. Chairman, in fact we had 13 Iraqi subcontrac-
tors working on this complex.

Chairman TOM DAVIS. Well, you saw the report. This isn’t the
type of work that Parsons has traditionally been associated with.
That is fair to say, isn’t it?

Mr. ROBBINS. No, it is not. The buildings in question, the cadet
barracks, were all completed in the April-May timeframe of 2006.
They were inspected and the quality control was done by Parsons,
with quality assurance by the Corps, both of whom signed off on
the facilities as being completed. The plumbing systems which have
caused this problem were pressure-tested according to standard.

Chairman TOM DAVIS. Who tested them?
Mr. ROBBINS. We had independent labs and our own engineers.

There is a normal test that you conduct on a pressurized drain sys-
tem.

Chairman TOM DAVIS. But there is no city inspectors or Federal
Government inspectors that come out?

Mr. ROBBINS. Other than the Corps QA person that was there
and witnessed the test, along with the Parsons person——

Chairman TOM DAVIS. So the Army Corps was there to witness
the test?

Mr. ROBBINS. Yes, they were.
Chairman TOM DAVIS. And basically did they approve who you

had testing it and everything else?
Mr. ROBBINS. Yes, they did.
Chairman TOM DAVIS. So the Corps was overseeing this?
Mr. ROBBINS. The test results were published and approved. The

buildings were accepted. Again, this was in the late April, early
May timeframe. And Parsons was essentially complete then. We
turned the buildings over to the government.

Chairman TOM DAVIS. And you got paid?
Mr. ROBBINS. Well, we are still getting paid, but yes, sir. We sub-

mitted invoices and that continues as subcontractor invoices come
in.

About the first week of July, we were notified by the Corps that
there was a problem with the plumbing in these facilities and even
though, again, our contract was completed, they asked us if we
would send our engineers out to assess the issue, and we did. We
dispatched a couple of our engineers from the IZ, the International
Zone, to look at it. They discovered this workmanship issue. There
was no question. You are right. This is not correct.

We, with the Corps, got the subcontractor who had performed the
work to come back.

Chairman TOM DAVIS. Had this subcontractor done previous
work for you?
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Mr. ROBBINS. This was the only subcontract that he had with us,
was for these barracks.

Chairman TOM DAVIS. OK. This was an Iraqi contractor?
Mr. ROBBINS. Yes, it is an Iraqi subcontractor.
Chairman TOM DAVIS. It wasn’t Halliburton?
Mr. ROBBINS. Oh, no, sir.
Chairman TOM DAVIS. OK. I just wanted to take that off the

table.
Mr. ROBBINS. As I said earlier, all of our subcontracts were with

Iraqi firms for construction.
Chairman TOM DAVIS. OK.
Mr. ROBBINS. And we had withheld payment on that sub until

some time had passed, and the warranty on the work was in fact
passed to the Corps down to the Iraqi Police Academy administra-
tion to enforce the warranty. So they called the company, the sub-
contractor, back in. And as the IG report notes, the Iraqi sub-
contractor is in fact replacing all of the, it is not substandard
plumbing, it is substandard installation. So the entire plumbing
network for those barracks is being replaced.

Chairman TOM DAVIS. Now, you heard Mr. Bowen say that they
had 13 out of 14 contracts they had looked through, that your work
was basically inadequate. At 14, you talked about the termination
for convenience, and frankly he didn’t go after that contract. He
didn’t get into that.

Mr. ROBBINS. Right.
Chairman TOM DAVIS. What is going on here? What is your ex-

planation?
Mr. ROBBINS. I was not able to take the notes fast enough on

which 13 sites he visited, but I recall he said he visited, for exam-
ple, 5 border forts, and I think we did 119. I mentioned how remote
they were. What he said was that the construction was sub-
standard. Each of those facilities was completed by Parsons’ sub-
contractors. Inspections were conducted by us and by the Corps
and the buildings were all accepted as complete and in compliance
with the contract in terms of materials and workmanship.

Chairman TOM DAVIS. By the Corps of Engineers?
Mr. ROBBINS. By the Corps. Now, I don’t know without seeing ex-

actly what Mr. Bowen is talking about what kind of issues there
were on those border forts.

Chairman TOM DAVIS. Right.
Mr. ROBBINS. But I have also heard this morning quite a bit of

discussion about expectations from Iraqi subs. I would suspect that
it is safe to say the further you get from the large cities, industrial
areas, the less likely you are to find any skilled craftsman to do
work. And subcontracts, in Iraq I think it is safe to say all con-
tracts is local. You deal with the firms that are there. These were
all competitively bid. Tenders were put out on the market in the
Iraqi market.

Chairman TOM DAVIS. Was your contract competitively bid as
well?

Mr. ROBBINS. Yes, sir.
Chairman TOM DAVIS. OK, so you beat out other companies to

be able to do this.
Mr. ROBBINS. That is correct.
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Chairman TOM DAVIS. Well, I mean, you saw the pictures. A pic-
ture is worth 1,000 words, and I don’t need to sit here and walk
through it, but this has to be corrected. The fact that they went
back and looked at 13 out of 14 projects they inspected were sub-
standard tells us there is a problem. I think the Corps of Engineers
will be called up appropriately, but I also think, if you look at that
as the contractor in charge of that, that there is a problem here
that we are going to have to take a look at obviously. I am sure
you are going to have auditors crawling all over as we move this
through.

Mr. ROBBINS. Yes, sir.
Chairman TOM DAVIS. Mr. Waxman.
Mr. WAXMAN. I am going to let Mr. Van Hollen go ahead.
Chairman TOM DAVIS. Mr. Van Hollen.
Mr. VAN HOLLEN. Thank you, Mr. Chairman. I would like to fol-

lowup on some of the questions regarding the Police Academy, be-
cause as I understand it, you signed off, Parsons signed off on the
project. Right?

Mr. ROBBINS. That is correct.
Mr. VAN HOLLEN. It is a simple question. How could you sign off

on a project, or how could it be that the tests conducted did not
reveal the huge problems we see? I mean, how can any reasonable
test designed to determine whether or not this is ready for the pur-
poses it was designed for, not reveal these massive, massive prob-
lems?

Mr. ROBBINS. Sir, the tests were conducted. The systems passed
the test and were signed off by our inspectors and the Corps. I
can’t address why the tests, which were conducted according to
standard methodology, failed to detect these fittings. I have some
conjecture, that is all it would be, and that is, it took a while of
use for this to manifest itself, for the fittings to come loose or what-
ever.

That is purely conjecture, but to me it is the most explainable
explanation.

Mr. VAN HOLLEN. How much was Parsons paid for the Police
Academy project?

Mr. ROBBINS. Our definitized final agreed-on costs for the entire
program was about $72 million.

Mr. VAN HOLLEN. About $72 million?
Mr. ROBBINS. Yes, sir.
Mr. VAN HOLLEN. And how much profit did Parsons make on this

project?
Mr. ROBBINS. Sir, all of our Iraq contracts, the two design-build

contracts, had a 3 percent base fee and a 12 percent award fee as-
sociated with them. The 3 percent base fee applied primarily to
labor and some other direct costs. It did not apply to others, such
as security, life support.

Mr. VAN HOLLEN. So 3 percent on top of costs, and then 12 per-
cent?

Mr. ROBBINS. And then 12 percent award fee based on the Gov-
ernment’s evaluation of our performance.

Mr. VAN HOLLEN. So what was the amount of that award fee, the
12 percent?
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Mr. ROBBINS. Well, there are different periods, so the first period
covered part of when we were doing the design. What I will tell
you, on the period in question, our award fee was zero.

Mr. VAN HOLLEN. What was the cumulative award fee?
Mr. ROBBINS. Sir, I really don’t know.
Mr. VAN HOLLEN. Can you get that for the record? Look, I mean,

that is a question here. The question I think the American people
would be asking, my constituents would be asking is how is it that
a job that clearly turned into this kind of disaster, how is it that
the Federal Government would actually pay the money? Is this
something that you are going to go in, and are you going to return
the money? What is the recourse for the taxpayer in these cir-
cumstances? Don’t you think that Parsons, given what has turned
out to be a very shoddy job, should return some of its profits to the
taxpayer?

Mr. ROBBINS. Sir, I will merely say that Parsons will abide by
the terms of the contract and we will deal with the Government on
a fair basis, and we will abide by whatever the decision is.

Mr. VAN HOLLEN. So you won’t voluntarily look at this and say,
given what has happened in this project, we will return the profit.

Mr. ROBBINS. No, sir, I will not.
Mr. VAN HOLLEN. Do you think this was a job well done?
Mr. ROBBINS. I think parts of it and a lot of it was well done,

yes, sir.
Mr. VAN HOLLEN. Do you think the taxpayer got a good return

on its investment for this project?
Mr. ROBBINS. I think the taxpayers got what our contract called

for it to get.
Mr. VAN HOLLEN. I am sorry, but you think that this is what the

contract called for?
Mr. ROBBINS. No, sir. And that is why we are repairing it at no

cost to the Government. It is being repaired at no cost to the Gov-
ernment. We have warranties on construction. There are no con-
struction bonds in Iraq. And so the situation is being remedied.

Mr. VAN HOLLEN. The cost-plus feature of these contracts pro-
vides no incentive to the contractor to keep down costs. Is that
right?

Mr. ROBBINS. No, sir. It provides every incentive, I believe, to the
contractor to keep costs down.

Mr. VAN HOLLEN. I thought I understood your testimony to be
you got paid 3 percent on top of costs.

Mr. ROBBINS. Yes, sir. I would suggest that 3 percent is not par-
ticularly a very good return on investment. In fact, the reason for
the award fee is to in fact incentivize you to do your best and to
be recognized for doing that. The Government determines the
amount of that award fee.

Mr. VAN HOLLEN. OK. Just sticking to the cost-plus, I mean, 3
percent of a bigger number is going to be a bigger number, right?

Mr. ROBBINS. That is correct.
Mr. VAN HOLLEN. So I mean, there is no incentive in that system

to keep to costs.
Mr. ROBBINS. Well, actually there is because of the definitized

costs. You are paid your base fee based on a definitized cost. Any
growth after that, there is no fee paid.
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Mr. VAN HOLLEN. OK. I will just close. So what were the criteria
that the U.S. Government used to determine that you got the 12
percent award fee?

Mr. ROBBINS. Sir, it changed about four times over the course of
the last 2 years, but it was everything from how well we did the
capacity-building aspects of it. There are safety features. There are
quality issues. There are schedule metrics. There is a whole litany
of measurement that the Government uses to determine the award
fee.

Mr. VAN HOLLEN. OK.
Chairman TOM DAVIS. Mr. Waxman.
Mr. WAXMAN. Thank you, Mr. Chairman.
In August 2004, Bechtel was tasked with building a state-of-the-

art children’s hospital in Basrah. The hospital was supposed to be
finished by the end of 2005 at a cost of $50 million. By March 2006,
however, the expected completion date had slipped by 19 months
and the expected cost had grown to $98 million. As a result of the
schedule delays and cost overruns, USAID took Bechtel off the
project in June, and the Army Corps of Engineers contracted di-
rectly with Bechtel’s Jordanian subcontractor, MidCon, in Septem-
ber. I have a copy of the Corps of Engineers’ justification and ap-
proval document. Mr. Chairman, I would like to place this docu-
ment in the record.

[The information referred to follows:]
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Chairman TOM DAVIS. Without objection.
Mr. WAXMAN. In this document, the Corps explains why it de-

cided to take Bechtel out of the loop. The document notes that
Bechtel ‘‘employees state they were unable to visit the project from
October 2005 to March 2006.’’ Mr. Mumm, is that true? Were Bech-
tel employees unable to visit the constructionsite for 6 months?

Mr. MUMM. I can’t speak to whether or not those months are ex-
actly right, but I think that what is important to understand about
the Basrah Children’s Hospital is, first, we were not taken off by
USAID. I will come to that in a moment. In fact, what you have
to do if you think about Basrah, if I think about the Basrah Chil-
dren Hospital or Iraq in general, is one has to think about kind of
the security environment.

There is nothing more in Iraq that affects both schedule and
costs than security. It is both a direct cost and an indirect cost.

Mr. WAXMAN. I understand the security concerns, but the Gov-
ernment was paying your firm to oversee your subcontractors. How
could Bechtel provide adequate oversight if its employees were not
present at the site for 6 months, is the figure we have? This Army
document refers to Bechtel’s failure to perform contractually man-
dated oversight. Do you disagree with the Corps of Engineers that
Bechtel failed to perform required oversight?

Mr. MUMM. Yes, in fact we provided the oversight and in fact,
if you talk to the Corps of Engineers, what you will see is that we
did in fact provide a facility, a structure, the civil and structural
work completed in a quality manner. They will tell you that.

Mr. WAXMAN. Well, this document from the Department of Army
says the U.S. Army’s intent to award this contract to MidCon is oc-
casioned by the U.S. Agency for International Development’s deci-
sion to stop work on the BCH construction project under its 2004
contract with Bechtel. MidCon was BNI’s construction subcontrac-
tor on this project. And the justification was the inattentiveness to
oversight. It states that Bechtel failed to pay MidCon progress pay-
ments in a timely manner. Is that accurate?

Mr. MUMM. We paid MidCon in a timely manner, but we did not
pay MidCon for things that MidCon had not completed. I was part
of that, Congressman, and was back and forth to Jordan and to
Iraq talking to MidCon at every level, trying to get MidCon to con-
tinue performing.

I want to go back to the security issue just a moment, if I could.
Mr. WAXMAN. No, I don’t want you to because I have some ques-

tions. If we have time, I want you to go further into it. But if Bech-
tel wasn’t actually building the hospital, and the question is wheth-
er you were overseeing the Jordanian company that was doing the
construction, and the claim is that you weren’t paying that com-
pany on time, why were we paying Bechtel? Wouldn’t the Govern-
ment have been better off to contract directly with the Jordanian
subcontractor earlier than it did?

Mr. MUMM. The Government actually, I don’t know if they are
or not, going to contract with MidCon. MidCon is reluctant to con-
tinue. So I am not sure about the document, Congressman Wax-
man, that you are talking about. I have not seen it. However, the
reason we left the project, or are leaving the project and turning
it over to the Corps of Engineers, is because there is a real ques-
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tion about whether or not, now that the project is in a stable condi-
tion, that is the civil and structural work are completed on it,
whether or not it should continue, or whether it should sit in abey-
ance for a period of time, not costing more blood and more money.

We did provide absolute oversight and the quality of the work,
and maybe this could be part of the record, the quality of the work
will absolutely substantiate that this is a quality installation.
Twenty-four people, Representative Waxman, 24 people died get-
ting it to that place.

Our contract ends, period, ends at the end of October.
Mr. WAXMAN. Mr. Mumm, you have to——
Mr. MUMM. OK. I am just keyed up. I am sorry. I am not trying

to be rude.
Mr. WAXMAN. As you can see, I have a red light and that means

I have a limit on time, and sometimes the witnesses like to get
keyed up and run our time out.

Mr. MUMM. Sorry.
Mr. WAXMAN. But this document is from the Department of the

Army, and we will certainly make it available to you. I am sur-
prised you haven’t seen it, but it is their document of why they de-
cided to abandon you and go to MidCon. You are saying you did
a good job. They say you didn’t. I would like to see that document
and I see no reason why we shouldn’t put it in the record.

How much profit did Bechtel make off this project? If you can
give me that answer quickly?

Mr. MUMM. One is, we weren’t working for the Department of
the Army, sir. They didn’t make a decision about whether or not
to remove us from the project. We instigated the idea.

Mr. WAXMAN. How much profit did you make?
Mr. MUMM. Our profit was not tied to either the cost or the days

or the schedule of that particular hospital.
Mr. WAXMAN. If you don’t have a number, please get it for me

for the record.
Mr. MUMM. We don’t have one tied to that. I’m sorry.
Mr. WAXMAN. OK.
Mr. MUMM. Our profit is actually a line item, and it is not tied

to the contract.
Mr. WAXMAN. It is a line item in the appropriations?
Mr. MUMM. Yes.
Mr. WAXMAN. This children’s hospital was supposed to be a

model for Iraq’s reconstruction. Instead, it has been a disaster,
with cost overruns, schedule delays and absence of oversight. Just
in my mind, I have to tell you, there is no wonder this reconstruc-
tion is failing. This is what the Iraqi people see, these kinds of
projects, these kinds of problems.

Mr. MUMM. What the Iraqi people will see is a quality installa-
tion. The Iraqis themselves are afraid to go there and work on this
installation. Again, I will reiterate, 24 people died. Our own site se-
curity manager was murdered. Our site engineer’s daughter was
kidnaped and he was forced to go. Our site manager was threat-
ened by two different militia groups. They summarily marched out
our electrical mechanical contractor and murdered 12 of them. And
you probably saw in the press a few months ago where they took
our concrete supplier on one Saturday, the subcontractor providing
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the concrete and installing it, they took him out, marched him out
and executed 11 of them.

Under those circumstances, what we did in reaction to that was
focus very hard on bringing this hospital in, and we accomplished
that before our contract finished to a very stable state, and then
in a very transparent way, went to USAID and suggested that they
take a look at how we go forward with the hospital, which they did.
And the decision was made, since our contract was ending, that we
would turn that work over to the Corps of Engineers and we have
done exactly that.

We have one project that we have not finished in Iraq, and that
is it.

Mr. WAXMAN. OK. I am sorry for the losses of people and the dif-
ficulties. It is difficult in Iraq.

Mr. MUMM. It is profoundly difficult.
Mr. WAXMAN. Many people have suffered as a result. I want to

look at your document. I know what the Army said. It is a question
that I think we have to evaluate and I want to do it in a fair way.

Thank you.
Chairman TOM DAVIS. Let me just wrap up, both for Mr. Robbins

and Mr. Mumm. How do we stop the kind of problems that we had
at the Police Academy? What is the best way to ensure they don’t
occur? If we can’t look to the contractor to produce the result,
where are we supposed to look?

Mr. ROBBINS. A very valid question, Mr. Chairman. I think for
one thing it goes back to a point that was made I think by the GAO
witness this morning about requirements and resources, and I
would add time to that. The pressures on all the contractors to
complete these projects in time periods far less than it would take
to do this kind of work in the United States, let alone when, as Mr.
Mumm has so well articulated, and it is true for us as well, when
your subcontractors are being intimidated. There is no real rule of
law to govern business practices in the country. The amount of
oversight is probably much greater, not probably, it is definitely
much greater than the Government wants to allow, and in this
case, than the Government can guarantee us free access to the job
sites.

Chairman TOM DAVIS. How many employees have you lost in
Iraq?

Mr. ROBBINS. Fortunately, we have lost none of our U.S. employ-
ees. What we have lost, and I don’t have an exact count, but I
would guess across all of our contracts, at least two dozen Iraqi
subcontractor employees. Typically, they are Iraqi citizens.

Chairman TOM DAVIS. Mr. Mumm, how many have you lost?
Mr. MUMM. We have lost people and casualties associated with

our work are something about 101. Of those 52 died.
Chairman TOM DAVIS. OK. So it is tough doing business over

there, obviously.
Mr. MUMM. I’m sorry?
Chairman TOM DAVIS. It is obviously very, very difficult doing

business there, getting continuity, getting workers.
Mr. MUMM. It is difficult doing business there, but we did. We

went in. We said what we were going to do with USAID. We had
99 jobs orders and we did every one of them, and we did it in a
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way that sustained, and we have provided a platform for the Iraqi
people that they could build on if they had a stable environment
going forward. We are absolutely proud of what we did, and there
is no quality issue.

Chairman TOM DAVIS. Given the difficulties that you have had,
do you regret doing business in Iraq?

Mr. MUMM. I’m sorry?
Chairman TOM DAVIS. Do you regret doing business in Iraq in

retrospect? Or would you do the same thing over again?
Mr. MUMM. You know, I wish I could tell you. I have lived and

breathed Iraq for all these years since after the invasion. I wish I
could tell you how emotional I get about this, or just even coming
to this hearing today, all the people that wrote to me and said, tell
them this, tell them that. All of us feel attached to the Iraqis and
to the people there and to the things we did, and we wanted this
to work. You cannot imagine the imperative that we felt, the sense
of urgency, or the emotional investment and the tearful farewells
that we have. Absolutely, I don’t regret it.

Chairman TOM DAVIS. Who paid for the security forces for your
workers? Did you have to handle that yourself, or were those
passed through in the contracts?

Mr. MUMM. It was passed through in the contract, but we man-
aged it ourselves.

Chairman TOM DAVIS. How about you, Mr. Robbins?
Mr. ROBBINS. Sir, on our constructionsites, we actually made site

security the responsibility of the Iraqi construction firm that was
doing the work. So our security costs reflected only the cost of pro-
tection and transportation for our expatriate employees in the
Green Zone, and then as they would travel to a job site.

Chairman TOM DAVIS. And you understood, Mr. Robbins, when
you took this contract that you would be hiring Iraqis to do most
of the work. Wasn’t that part of the policy?

Mr. ROBBINS. Absolutely.
Chairman TOM DAVIS. Let me ask you both, what kind of quality

have you had out of the Iraqi workers and the subcontractors? I am
going to ask you the same thing, Mr. Mumm.

Mr. ROBBINS. First of all, on the one hand, we have 600 Iraqis
working side by side with Parsons. So these were people that were
actually helping us administer and manage the contracts. When
you get 600 people, you will have a lot of good ones and maybe a
few not so good. The not so good ones you try to bring along, and
if they don’t work out, you dismiss them.

But I would echo Mr. Mumm’s comments about the dedication
and sincerity and hard work, the ethic that these people went
through every day just to get to work was mind-boggling. They
would have to take a circuitous route, different forms of transpor-
tation, then go stand in line at the gate at the Green Zone, at the
International Zone, which is the most vulnerable place you could
possibly be. You are a target waiting to go through all the detection
and inspection necessarily conducted by the U.S. forces guarding it.
On the other hand, the subcontractors, when you have 1,700 Iraqi
subcontractors, you’re going to have some good ones and you are
going to have some bad ones.
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Chairman TOM DAVIS. Did you have any problems, either one of
you, in people that you hired or had access to your sites, of people
trying to set it back, blowing it up, or anything else? Any problems
with that?

Mr. ROBBINS. You mean sabotage of our work?
Chairman TOM DAVIS. Sabotage.
Mr. ROBBINS. We did, yes, sir.
Chairman TOM DAVIS. You did.
Mr. MUMM. We had no problems with that. We actually insti-

tuted this in Iraq. We were the first ones in and we realized we
had to go local and go deep, just from all the years that I have
spent in the Middle East and Bechtel has. But institutional
strength is an important thing. You can bring people on that are
bright and energetic, but you need to teach them how to do it the
right way, get process and procedure. People don’t like that, but
you have to get process and procedure in place, and they respond
to it. And the Iraqis absolutely responded to it. They are so good
that where we can, we are trying to put Iraqis on other work that
we have in other places. They are just an outstanding group of peo-
ple, and no sabotage.

Chairman TOM DAVIS. Maybe you ought to share your list with
Mr. Robbins and his group as they go through.

Mr. MUMM. Well, we are very covetous of our people. We hang
on to them.

Chairman TOM DAVIS. Mr. Waxman.
Mr. WAXMAN. Mr. Chairman, I am moved by the statements that

have been made, how difficult it has been for the contractors in
Iraq. But I have to put it somewhat in perspective with Parsons,
when we are told that 13 out of the 14 projects were not successful,
and the 14th was canceled. We are talking about these two projects
today. If those were the only ones, that would be one thing, but
when you have so many others.

If we are spending billions of dollars and we don’t get anything
for that money, we don’t get anything that is worthwhile and last-
ing, it is a waste of money. In Mr. Mumm’s cases, for his firm, it
was also a waste of many lives.

Now, we are looking at an Iraq that seems to be moving fast to
a civil war. If we have had problems up to now, I can’t imagine the
problems are going to get any easier. No doubt the Iraqi people are
looking to find out why we are there, and if we are there to help
them be more secure and get on their feet, I don’t think we can be
judged successful in that regard if we find more and more projects
not getting completed.

In fact, I worry about the Police Academy being a symbol for the
failure of this country in Iraq. I worry about our failures in the
health sector to be a reminder to people in Iraq that we haven’t
added to their well being. And their electricity and the drinking
water, and other things that people want and expect, and don’t
have on a regular basis, are a reminder to them that we haven’t
given them what they wanted, other than for most of them, maybe
most, or certainly many of them, we got rid of Saddam Hussein,
but they want a better life.

So I thank you for this hearing. I think it has been worthwhile.
My sympathies go to all the people that are trying under such dif-
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ficult circumstances, not just the contractors we hired and then
had to pay for their security, and that still wasn’t enough, but for
all the men and women we sent there who didn’t get paid as much
as the contractors and subcontractors, but in many cases are going
to have to live with the injuries for the rest of their lives, their psy-
chological trauma, and of course, for those who are gone, the fami-
lies trying to understand the loss in their lives.

That is the only comment I wanted to make.
Thank you, Mr. Chairman.
Chairman TOM DAVIS. I want to thank you for being here today,

for being patient with us.
The hearing is adjourned.
[Whereupon, at 1:50 p.m., the meeting was adjourned.]
[The prepared statements of Hon. Jon C. Porter and Hon. Ste-

phen F. Lynch, and additional information submitted for the hear-
ing record follows:]
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